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TRANSIT BENEFITS: HOW SOME FEDERAL
EMPLOYEES ARE TAKING UNCLE SAM
FOR A RIDE

TUESDAY, APRIL 24, 2007

U.S. SENATE,
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:39 p.m., in room
342, Dirksen Senate Office Building, Hon. Carl Levin, Chairman of
the Subcommittee, presiding.

Present: Senators Levin and Coleman.

Staff Present: Elise J. Bean, Staff Director and Chief Counsel,;
Mary D. Robertson, Chief Clerk; Zackary I. Schram, Counsel; Mark
L. Greenblatt, Staff Director and Chief Counsel to the Minority;
Mark D. Nelson, Deputy Chief Counsel to the Minority; Jay Jen-
nings, Senior Investigator to the Minority; Ruth Perez, Detailee,
IRS; Clifford C. Stoddard, Jr., Counsel to the Minority; Timothy R.
Terry, Counsel to the Minority; Emily T. Germain, Staff Assistant
to the Minority; and Thomas Richards (Senator Akaka).

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. The Subcommittee this afternoon looks at the
Federal Transit Benefit Program. This fairly little known program,
I would say, was established less than 10 years ago. It was de-
signed to encourage Federal employees to use public transportation
for the purposes of reducing road congestion, air pollution, gasoline
consumption, and our dependence on foreign oil. Nationwide, the
program encourages nearly 300,000 Federal employees to commute
to work using mass transit systems. More than half of these em-
ployees work in our Nation’s capitol.

The program is not free, however. Last year it cost about $250
million and there is evidence that tens of millions of those dollars
in benefits are the subject of waste, fraud, or abuse.

The program works like this. Each employee who wants transit
benefits submits an application to their agency and certifies that
they are a Federal employee, that they will use the subsidy for
their daily commute on public transportation to and from work,
that the amount of the benefit will not exceed their commuting
costs, and that they will not transfer the benefit to anyone else.
Their agency is supposed to verify the information and then supply
the transit subsidy. The maximum benefit is $110 per month.

o))
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In the National Capital Region, for example, employees receive
vouchers called Metrocheks that can be used to purchase farecards
for local transit systems. Each Metrochek states that it is non-
transferable.

Last year Senator Coleman, who was then the Chairman of the
Subcommittee, asked the Government Accountability Office (GAO)
to investigate possible misuse of these transit benefits. The GAO
has found that some Federal employees were abusing the program
by selling their transit benefits on the Internet or falsely claiming
excess benefits, distributing benefits to friends and family, or by re-
ceiving benefits while on extended leave or after leaving the Fed-
eral workforce.

The GAO identified one employee at the Department of Defense,
for example, who sold his transit benefits on eBay taking in $6,000
over several years. The GAO found another individual who received
$4,000 worth of transit benefits from the Department of Commerce
after she had left the agency. The GAO has found other examples
of Federal employees who gave their transit benefits to friends or
family, apparently unaware that they are not allowed to transfer
their benefits. The GAO estimates overall the waste and fraud in
the Federal Transit Benefit Program amounts to tens of millions of
dollars a year.

The program is marked by weak internal controls over the dis-
tribution of transit benefits. For more than 4 years, agency audits
have been identifying this problem. A 2005 inspection of the Tran-
sit Benefit Program by the Naval Audit Service, for example, found
“important internal control weaknesses that made the Department
of the Navy vulnerable to increased waste, fraud, and abuse and
expenditure of dollars.”

A 2004 audit by the Inspector General of the National Archives
wrote that the agency “lacked adequate internal controls to vali-
date that the employees were not abusing the program.”

Six agency audits in 4 years have urged the establishment of
stronger controls but they have not been implemented. In some
cases, agencies are apparently confused as to their responsibilities
to prevent misuse of the benefits. Over 100 Federal agencies have
entered into contracts with the Department of Transportation to
help administer the Transit Benefit Program. In the National Cap-
ital Region, depending on an agency’s contract with the Depart-
ment of Transportation, DOT either distributes Metrocheks directly
to qualified and registered employees or provides an agency with
Metrocheks for further distribution to their employees.

Apparently some agencies thought that the Department of Trans-
portation was also responsible for conducting oversight of the pro-
gram to prevent abuse. The Department of Defense, for example,
which is the largest user of transit benefits and contracts with the
Department of Transportation, told the Subcommittee that it
thought the Department of Transportation was overseeing the pro-
gram as well as administering it.

DOT told the Subcommittee, however, that oversight was not
part of its contract with the DOD. Today we will hear from both
agencies and hopefully resolve that issue.

The problems identified today are ones that can and should be
promptly solved. Commonsense solutions to curb the waste, fraud,
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and abuse include stronger internal controls and better agency
oversight. For instance, program administrators should verify that
beneficiaries are still on the agency payroll and not simultaneously
receiving parking permits. Another easy improvement would be for
the government to standardize across agencies the application proc-
ess and internal controls to use to monitor the distribution of bene-
fits.

One lead agency could also provide a website with comprehensive
information on the Federal Transit Benefit Program. Education
should be emphasized. Every employee enrolled in the program
should be clearly informed that the transit benefits are not trans-
ferable and should not exceed the cost—and may not exceed the
cost of their daily commute.

Like many programs with a good purpose, steps need to be taken
to prevent waste and abuse in this program’s operations. If signifi-
cant waste and abuse are allowed to continue then the program
itself is not sustainable.

I want to commend Senator Coleman for initiating this investiga-
tion into the Federal Transit Benefit Program and for working with
the agencies involved to identify the problems and possible solu-
tions.

Senator Coleman.

OPENING STATEMENT OF SENATOR COLEMAN

Senator COLEMAN. Thank you, Mr. Chairman, and let me start
by thanking you for your active participation in our bipartisan ef-
fort to combat waste, fraud, and abuse and assure that American
tax dollars are spent wisely.

As you have noted, today we turn our attention to the Federal
Transit Benefit Program. As you said, this is a program with good
purpose. It is designed to reduce air pollution and traffic congestion
by providing Federal employees with an incentive to commute
using mass transit rather than driving.

The Federal Government spends $250 million each year on the
program and the concept is simple. Eligible employees get subsidies
that can be used in their local transit systems to offset commuting
expenses. The subsidies are tax-free and do not cost the employee
a dime. In exchange the employees must certify that they will use
the cards only to commute by mass transit and will not transfer
or sell the cards to anyone else. In addition, employees may not re-
ceive more in these tax-free benefits than they actually spend com-
muting. This is, after all, a subsidy rather than a handout.

What I have are some exhibits just to show the application forms
that employees must submit to request the benefits.1

It is a good thing I had my Lasik vision over here because I
think I can see that. [Laughter.]

But they do require in clear language, there is a line I certify 1
am employed by the U.S. Department of Transportation. I certify
that I am eligible. I certify, etc., a series of certifications here. That
they are employees, that their requested subsidy does not exceed
their actual commuting expenses, and that they will not give, sell,

1See Exhibit No. 2a, 2b, and 2¢ which appears in the Appendix on page 99-101.



4

or transfer the benefits to anyone else. Employees sign these cer-
tifications under penalty of perjury.

Unfortunately, these explicit certifications are not enough to pre-
vent waste and abuse in the program. Our investigation, along
with the hard work of the Government Accountability Office, has
revealed rampant fraud, waste, and abuse in this program, costing
the American tax payer tens of millions of dollars every year.

It is interesting, previous PSI investigations specifically uncov-
ered fraud amounting to the hundreds of millions, cases where in-
dividuals owe millions back to the government. We have done that
with contractors who have not paid their Federal taxes. We dealt
with the Chairman’s efforts on offshore tax shelters, lots of dollars.

So when you look at something like this, the maximum benefit
of $110 a month, you may ask why are we looking at this? There
is an old adage that I heard once from a family in retail, small
business, that says watch the pennies and the dollars will take
care of themselves. In this case, we have not been watching the
{)ennies and millions of American tax dollars are ultimately being
ost.

The Chairman has already described some particularly egregious
cases of fraud and abuse, including Federal employees who bra-
zenly sell their transportation subsidies on the Internet using sites
like eBay. In just 3 days GAO contacted 20 individuals who were
selling Metrocheks on eBay. Every single one of them was a Fed-
eral employee.

A couple of other examples in addition to the ones the Chairman
has articulated, in one a relatively senior IRS employee received
transit benefits since February 2004. This employee also, however,
received parking benefits from the IRS and drove to work. As a re-
sult, he sold his Metrocheks for nearly $1,000 on eBay. When GAO
investigated this seller, they discovered that he had also stolen nu-
merous computers and computer parts from the IRS and sold them
on eBay, as well. The employee has been placed on administrative
leave indefinitely without pay.

Moreover, our investigation uncovered a seller who admitted he
was selling his transit benefits in order to pay for his parking. His
eBay auction e-mail is presented in an exhibit.! When asked how
he obtained the farecards, he said “Oh, I got the cards from the
government.” He then went one step further and said, “I sold the
cards to pay for my parking.”

These Federal employees are taking Uncle Sam for a ride. Unfor-
tunately, the problems uncovered by GAO in our investigations are
not limited to these examples. GAO examined only one very narrow
category of fraud, recipients who obtained the maximum benefits
even though they are entitled to a lesser amount. They found that
25 percent of all distributions in Washington, DC alone were abu-
sive.

This program is nationwide. It is not just in Washington. But we
focused here, in our investigation, on a very narrow part of the en-
tire program in one geographic locality.

In the Department of Defense, the rate of fraud and waste re-
lated to this one narrow category reached 35 percent in just the DC

1See Exhibit No. 1 which appears in the Appendix on page 97.
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area. Thirty percent of distributions of both the Department of
Treasury and the Coast Guard were similarly improper. Common
sense dictates this pattern of fraud would extend beyond the nar-
row scope of this investigation.

The obvious question is how did this happen? The answer is dis-
turbing. No one is minding the store. No governmental entity actu-
ally oversees the program in terms of dealing with concerns about
waste, fraud, and abuse. This is worth repeating. Despite the fact
that this program disburses roughly $250 million each year and
nearly 300,000 Federal employees receive the benefits, no agency
is tasked with managing the program. No agency is tasked with en-
suring that the program runs efficiently. No agency is tasked with
preventing waste, fraud, and abuse.

The Department of Transportation administers the program for
75 percent of Federal agencies but views its role as a mere admin-
istrative conduit between the agencies and local transit systems.
Individual agencies, which are perhaps in the best position to
verify individual subsidies, do little to certify whether its employ-
ees are eligible for the program or validate the amount of benefits
claimed. Inspectors General in most agencies do nothing to audit
these programs to uncover waste and fraud. In fact, although more
than 100 Federal entities participate in this program, we could
only identify six Inspectors General that reviewed the program in
any way.

It is not a case of someone being asleep at the switch. It is a case
of no one being at the switch at all. For far too many Federal em-
ployees, this program is free money.

Americans expect their government to use their tax dollars wise-
ly. As a direct result of poor government oversight, tens of millions
of dollars of waste, fraud, and abuse went undetected. While tens
of millions of dollars in context of our billion-dollar budgets may
seem like a drop in the bucket, no degree of government waste,
fraud, and abuse is acceptable. We have a solemn obligation to en-
sure that every single text dollar is spent wisely.

I do not believe that the government is inherently inefficient. To
the contrary, I believe government can work well. The silver lining
today is that the fixes should be simple. The Chairman himself
talked about what we called common sense solutions. It seems ob-
vious. Before enrolling employees in this program, agencies should
check that the employees are, in fact, employed there. We have
some instance where folks were receiving benefits and are not em-
ployed by the agency, in some instances having left the agency for
a number of years but still receiving benefits each and every
month. When an employee leaves the agency or is on extended ab-
sence, the agencies that administer the transit benefit should be
notified. Agencies should confirm that their employees are not re-
ceiving parking passes and transit benefits at the same time. There
should be an effort to confirm employees’ commuting expenses,
such as requiring applicants to present records to establish their
commuting expenses or using employees’ addresses to estimate rea-
sonable commuting costs. Supervisors could be required to approve
applications.

Clearly, as the Chairman indicated, employees should be better
educated on the proper uses of transit benefits and the penalties



6

for violating the rules should be made clear. Inspectors General
should be encouraged to conduct audits of the program to prevent
waste and fraud. And most importantly, there should be greater
clarity on precisely which agency or agencies are responsible for
running this program.

All in all, these fixes seem relatively easy. I look forward to the
witnesses’ testimony today to examine how we can tighten this
noble program to ensure that we are still encouraging our employ-
ees to take mass transit on the one hand, but at the same time pre-
venting the waste of American tax dollars on the other.

In closing, I should mention my sincere appreciation for the hard
work of GAQO’s Forensic Audit and Special Investigations Unit
which has consistently provided this Subcommittee with invaluable
assistance. I look forward to hearing their testimony today.

Thank you, Mr. Chairman.

Senator LEVIN. Thank you so much, Senator Coleman.

Let me now welcome our first panel and would ask them to
stand. All the witnesses before this Subcommittee are sworn in, as
our witnesses know.

Our first panel is made up of Gregory Kutz, Managing Director
of the Forensic Audits and Special Investigations Unit at the Gov-
ernment Accountability Office and Special Agent John Ryan, an
Assistant Director with the Forensic Audits and Special Investiga-
tions Unit.

We welcome you back. You have been here before, both of you,
and you are welcome and we appreciate your good work, as Senator
Coleman has said.

Let me now administer the oath.

Do you swear that the testimony that you will give before this
Subcommittee will be the truth, the whole truth, and nothing but
the truth, so help you, God?

Mr. Kutz. I do.

Mr. Ryan. I do.

Senator LEVIN. We will be using a timing system today. We
would ask that your oral testimony be no more than 10 minutes.
Approximately a minute before the red light comes on, you will see
the light change from green to yellow, giving you an opportunity
to conclude your remarks. Your written testimony will be printed
in the record in its entirety.

And we again appreciate the work that you do, not just on this
project but on the other projects that the GAO is involved with. We
understand, Mr. Kutz, that you are going to be presenting the
GAO’s testimony. We would ask you to proceed.

TESTIMONY OF GREGORY D. KUTZ,! MANAGING DIRECTOR,
FORENSIC AUDITS AND SPECTAL INVESTIGATIONS UNIT, U.S.
GOVERNMENT ACCOUNTABILITY OFFICE, ACCOMPANIED BY
JOHN J. RYAN, ASSISTANT DIRECTOR, FORENSIC AUDITS
AND SPECIAL INVESTIGATIONS UNIT, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE

Mr. Kutz. Mr. Chairman and Senator Coleman, thank you for
the opportunity to discuss Federal transit benefits. Federal agen-

1The prepared statement of Mr. Kutz and Mr. Ryan appears in the Appendix on page 35.
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cies are required to provide employees with tax-free transit passes
to cover commuting expenses. More than 120,000 Federal employ-
ees in the National Capital Region claim over $140 million of bene-
fits annually.

The bottom line of my testimony is that we found substantial
fraud and abuse by Federal employees here in the National Capital
Region.

My testimony has two parts. First, the results of our investiga-
tion; and second, the magnitude of fraud and abuse.

First, our investigations resulted from cases that we identified
from three different sources. First, the Internet auction site eBay.
Second, Craigslist, a website that is very popular that items are
sold on. And third, we used data mining to identify fraud and
abuse.

I have in my hand a paper Metrochek, which is also shown on
the poster board. Hopefully you will not need your Lasik to see the
wording on this.

Metrocheks are issued with a warning that they are to be used
only by the individual that they are issued to and that resale is il-
legal.

Transit passes are issued to Federal employees either in the form
of these paper Metrocheks or debit cards called SmarTrip cards.
SmarTrip cards now also carry warnings similar to paper
Metrocheks.

The next poster board shows an application from a fraud case
that we investigated which is similar to applications used by many
Federal agencies. Note that this employee certified that she would
use the Metrocheks to commute to work and would not transfer
them to anyone else. Also note the Title 18 Section 1001 warning
for false, fictitious, or fraudulent statements.

For eBay, we investigated 20 of 58 individuals selling
Metrocheks during several days in late 2006. We investigated these
20 because we knew for certain that they were Federal employees.
These individuals worked for the Departments of Commerce, De-
fense, Homeland Security, State, Transportation, and Treasury. We
found in all 20 eBay cases fraud and false statements made by
Federal employees. Examples include an IRS IT specialist with free
parking that drove to work; an attorney at Transportation that ac-
cumulated excess benefits while on maternity leave; a specialist at
Transportation that admitted to slugging or carpooling with an-
other driver, thus incurring no commuting expenses; and a hus-
band and wife team from the Department of Defense that sold
$6,000 of Metrocheks on eBay. Note that even though our inves-
tigators interviewed these two, they continued to sell their benefits,
moving now to Craigslist.

We question the suitability of any of our case studies to hold se-
curity clearances. You might say, Mr. Kutz, is this not a bit harsh?
My answer is no. My evidence is the IRS IT specialist that I men-
tioned and Senator Coleman mentioned. In addition to transit ben-
efit fraud, he confessed to selling stolen government property. Spe-
cifically, he sold several dozen IRS computers on eBay between No-
vember 2004 and September of 2006.



8

We also executed three undercover buys from Federal workers
selling Metrocheks on Craigslist. These individuals worked at Air
Force, Commerce and State.

Based on our data mining we found additional transit benefit
fraud including individuals admitting that they deliberately fal-
sified their applications, several dozen individuals receiving bene-
fits that did not work for the Federal Government, former Federal
employees continuing to receive benefits after leaving the govern-
ment. For example, the Commerce Department sent $65 a month
to an individual that left the government in 2001. They did not
stop mailing her benefits until she moved in 2006.

Another Commerce employee picking up $300 of transit benefits
on July 3, 2006 and then left the government on July 5, 2006.

Excess benefits were used for personal travel, sold to government
contractors, and given to friends and family.

This all leads up to my second point. How many dollars of fraud
and abuse are there in this program? Based on our analysis of lim-
ited data, we believe that the number is at least $17 million annu-
ally for seven large agencies. Note that this is a conservative num-
ber as it excludes a substantial portion of this program and many
of the types of fraud that I have just discussed.

In conclusion, I believe that the vast majority of Federal employ-
ees are honest and do not abuse the Federal Transit Benefit Pro-
gram. However, our work has shown that thousands of Federal
workers here in the Washington, DC area have taken advantage of
the opportunity to commit fraud. How has this been allowed to
happen? Because of ineffective management oversight and internal
controls at Federal agencies.

Mr. Chairman, this ends my statement. Special Agent Ryan and
I look forward to your questions.

Senator LEVIN. Thank you very much, Mr. Kutz.

In your testimony at the top of page 20, you indicated that you
looked at one agency and looked at the benefits that were claimed
and found that $1 million of the transit benefits of the individuals
out of $4 million claimed by the 4,000 individuals were potentially
fraudulent. That is a 25 percent rate. I think that was at seven
agencies. I misspoke.

Mr. Kutz. That is correct.

Senator LEVIN. Extrapolate that. If that were true for all of the
agencies here and for all of the employees here. Is that where you
get the $17 million figure?

Mr. Kurz. Yes. We extrapolated that for the seven agencies
which represent about $70 million of program. So that is about half
of the total program.

One other point is that the $140 million and the $250 million
total for the program, that is the part that the Department of
Transportation has records on. Keep in mind the program is bigger
than that because there are other agencies that administer their
own programs and get their benefits directly from WMATA or their
transit programs across the country.

Senator LEVIN. So the $250 million is not the total cost of the
Federal employee program?

Mr. Kutz. That is correct, it is bigger.

Senator LEVIN. What would be the estimate of that?
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Mr. Kutrz. We have no idea. We just do not have any other
records. So that is the part that the Department of Transportation
administers. So the $17 million is low end here. If you extrapolate
that, we are talking about $20 million or $30 million or more.

Senator LEVIN. Out of the $250 million, but $250 million is only
part of the Federal program?

Mr. Kutz. Right.

Senator LEVIN. And that does not get into the private program.
The private sector has a program, as well.

Mr. KuTtz. No, there are other Federal agencies that administer
their own programs outside of-

Senator LEVIN. I understand.

Mr. KuTz. Yes, the private sector also has programs.

Senator LEVIN. What I am saying is that the %250 million is only
part of the Federal program.

Mr. Kutz. That is correct.

Senator LEVIN. On top of the Federal program the private em-
ployers have their own program.

Mr. KuTz. Yes. And we came across a lot of private sector em-
ployees selling their benefits. We could have gone after them, too,
but that was not the scope of this job.

Senator LEVIN. That was not the scope. Do we know how much
the private sector benefit total cost is to the Treasury?

Mr. Kutz. No.

Senator LEVIN. And the cost to the Treasury is that the benefit
is not part of taxable income; is that correct?

Mr. Kutz. That is correct.

Senator LEVIN. So there is a cost to the Treasury, but you do not
know what it is?

Mr. Kutz. We do not know what percentage of companies partici-
pate in the tax-free transit program.

Senator LEVIN. We asked the—let me see if I got this right, be-
cause it just came in. I think we got a figure from the President’s
2008 budget and this, I think, was a CRS figure which we just got.

If I am reading this right, the value—and this is our own notes,
so I am not reading something from CRS but this is what CRS esti-
mates. The value of Federal income tax revenues foregone as a re-
sult of combined Federal and private Transit Benefit Programs was
estimated in the President’s 2008 budget analytical perspectives as
$710 million.

Mr. Kutz. That is a lot of money.

Senator LEVIN. In 2009, $790 million; 2010, $880 million; 2011,
$960 million; and 2012, $1.3 billion. So we are talking here about
a significant amount of money. If there is anything close to a 25
percent rate of abuse, if that figure can be used for the rest of the
Federal program and for the private program, and if the total cost
of all of the programs is $710 million in fiscal year 2008, you are
talking about perhaps $150 million to $200 million of waste in
2008.

Now that involves some estimates and extrapolations but that is
a very significant problem. We have either got to cure this problem,
it seems to me, or forget the program. The question is what will
it take to cure the problem? You have given us some of the rec-
ommendations on how to cure the problem.
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But one way it seems to me, Senator Coleman and I both listed
a number of ways of making sure this program is used for the pur-
pose intended, would be to make it clear that it is illegal. It does
not say anywhere in a law directly, does it, that this is illegal to
transfer these benefits? Are we not relying on an act which says
that a false statement to the Federal Government will subject you
to a crime? But is there anything in the law that specifically says
it is illegal to transfer this benefit?

Mr. Ryan. I think what we have to do, Senator, is on the Metro
transit it has that statement. What that statement directly ties
into is the application. The application specifically states that they
are not supposed to sell or transfer. By selling or transferring, they
basically have violated Title 18, 1001.

Senator LEVIN. That is the false statement?

Mr. RyAN. That is the false statement. Also, the pure fact that
they sell them, they are converting that into a personal use under
title 18, 641.

Senator LEVIN. Both indirect.

Mr. RYAN. Yes, both indirect.

Senator LEVIN. Neither one violates a statement which says it
shall be a crime for anybody to take a card and to transfer it to
anybody else. That is not, in and of itself, a crime; is that correct?

Mr. RYAN. I would believe that you are correct. I think it is the
certification that they are making on their application which is
Title 1001, filing of the false statement.

Senator LEVIN. One way or another, if this program is going to
continue, since there is obviously a lot of abuse here just from your
own estimate, it has got to be corrected. There is no use having a
program where anywhere close to 25 percent is abuse. That is not
a program we can sustain or should sustain. So we have either got
to—assuming that figure is anywhere close, and admittedly that is
based on estimates and so forth, there has either got to be some
commonsense way of ending the abuse in this program or, as far
as I am concerned, we ought to forget the program.

What percentage of Federal employees use this program?

Mr. Kutz. We do not know.

Senator LEVIN. Give us an estimate. How many in the DC area?

Mr. Kutz. There was 120,000 that used it, so I do not know how
n}llany there are in the DC area. We can respond for the record to
that.

Senator LEVIN. I would appreciate that. Is it fair to say that
there is probably a greater percentage in the DC area that use the
program than in any other area? Would that be a safe statement
that there is probably a greater percentage of Federal employees in
the DC area that use this program than would be true in any other
area that you can think of?

Mr. Kutz. Certainly this is the biggest part of the program, $140
million out of $250 million managed by the Department of Trans-
portation. So presumably, your conclusion would be correct.

Senator LEVIN. Then the question becomes what percentage of
Federal employees in this area, compared to other areas, use this
program? And there it would seem to me that a larger percentage
of employees here, given the mass transit system we have in this
city, would be using this system than would be true in any other
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city except perhaps New York or Chicago or Los Angeles, some-
place that has a comparable mass transit system. I would think
that common sense would tell us that.

Maybe you could give us some statistics for the record on that.

Mr. KuTz. We can do that.

Senator LEVIN. The final statistic, which is also intriguing to me,
gets to the question of what percentage of Federal employees would
take mass transit anyway, without the subsidy? Somewhere in my
notes here is a figure—it is either your estimate or somebody’s esti-
mate—that 10 percent of the people who use this subsidy would be
driving by themselves. Is that a figure that has come across——

Mr. Kutz. We are not aware of that.

Senator LEVIN. You do not know where that figure comes from?
I am not sure where it comes from either. Maybe our second panel
has that figure.

But is there anyway of you estimating—it is a CRS evaluation.
So it is CRS evaluation of April 18, 2007. That is fairly recent.

Mr. KuTtz. Pretty fresh, yes.

Senator LEVIN. It says here that according to a survey done as
part of that evaluation—and I will get to that in a moment if I can
figure out what they are referring to—11 percent of the partici-
pants in the program had switched to transit from commuting in
single occupancy vehicles.

Now we are getting down to a pretty small benefit ratio here. My
hunch is a fairly small percentage of Federal employees use this.

According to this survey, which was done I think for the Depart-
ment of Transportation—and we will ask them in a moment—only
11 percent of the participants had switched to transit from com-
muting in a single occupancy vehicle.

At this point if we are going to be spending $1 billion to help a
fairly small percentage of Federal employees switch from single oc-
cupancy vehicle to mass transit, and in any event a fairly small
percentage of Federal employees period, and if there is a lot of
abuse going on in this program it seems to me there is a heavy
burden on people who support this program to either clean it up
or I do not see how we sustain it. That is my bottom line.

Senator Coleman.

Senator COLEMAN. Thank you, Mr. Chairman.

Gentlemen, some discussion—and by the way, in essence this is
free money. In other words, you have the pass, you do not need it
to cover any of your costs in the cases that you have examined. You
can convert it into cash simply by going on eBay or Craigslist and
people give you cash for it, or checks or cash. I presume your inves-
tigation did not go this far but would you venture what the odds
are that any of the folks you investigated are paying taxes or de-
claring? Did you look at that?

Mr. Kutz. We did look at that, actually, and none of the ones
that would answer the question had declared it as taxable income
but it is taxable income.

Senator COLEMAN. One of the things in the GAO report you had
a chart or comparison of written transit benefit controls on page
17. The chart shows the Departments of Transportation, Com-
merce, Patent and Trademark Office, Treasury, Internal Revenue,
State, Defense, Homeland Security, and Coast Guard. What you
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have is a series of checks as to what is required on the application,
on the verification, and the implementation.

It is fair to say that there is a great deal of inconsistency among
the agencies as to what they require so that all of them, by the
way, give the false statement warning. I think that is the only one
that I see—that and the certification statement. Those are the two
uniform requirements.

But everything from home address to work address to commuting
cost breakdown to verification of commuting cost to eligibility
verified by approving official. That is not uniform. Not each and
every agency requires those particular steps; is that correct?

Mr. KuTtz. Yes.

Senator COLEMAN. In terms of implementation, applicants
checked against parking benefits record, only three of the nine
agencies that you looked at required that.

And then, in terms of removal from Transit Benefits Program in-
cluding an exit procedure—in other words, you are leaving and if
you have this benefit we are going to stop it—actually only two of
the nine, Department of Transportation and the Internal Revenue
Service, do that. Is that correct?

Mr. KuTtz. Yes.

Senator COLEMAN. One of the obvious changes would be if folks
are leaving or go on extended leave, you know you are giving this
benefit. If you deal with that, you remove that—what did you have,
at least two instances of folks getting paid for what, a period of
about 4 years, even though they were no longer employed by the
agency.

Mr. Kutz. We had cases just like that, yes. The Commerce De-
partment example I mentioned in my opening statement.

Senator COLEMAN. Of these program controls would you list—do
you have a sense of what are the key ones that each and every
agency should implement in order to prevent waste, fraud, and
abuse in the program?

Mr. Kutz. I think both of you mentioned in your opening state-
ments just making sure that someone works at your agency, that
they have not left your agency, that they are not parking in the
basement or in the free parking lot. Those are just very basic
things and I do not think it would cost much. You also have to con-
sider cost/benefit in doing fraud prevention controls but certainly
there are some very easy things that could be done.

I think your line of questioning also leads to another potential
solution, some sort of standardized government policies and proce-
dures that could be used so you would not see these checkboxes
here, such inconsistent application across the government.

Senator COLEMAN. I think why we end up with these inconsist-
encies is the lack of clarity of who is responsible for dealing with
the issue of fraud, dealing with the issue of verification. Who is re-
sponsible? Is it specified anywhere as to whether the Department
of Transportation or another agency is specifically responsible for
verifying whether the employees are using this program properly
or not? Is there anywhere where it identifies the agency that is re-
sponsible for oversight of this program?

Mr. Kutz. I do not think so. And I think that the reality is the
Department of Transportation provides certain services but inter-
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nal controls is not one of them. And so the responsibility falls upon
the agencies whose budget is getting hit by these charges.

Senator COLEMAN. Did you raise that question with agencies, as
to who was responsible?

Mr. KuTz. Yes, and I think that they would believe that they are.
There may be some confusion with the Departments of Defense and
Transportation.

Senator COLEMAN. When you say there may be some confusion,
what does that mean?

Mr. RyaN. When we started the work, we actually went to the
Department of Defense and spoke to them. And there was concern
on their part that they were paying a large fee to have the
Departmentof Transportation come in and distribute these benefits.
It was their impression that the Department of Transportation was
more involved in the overseeing of the program than actually the
Department of Defense. And that is an issue that

Senator COLEMAN. Transportation—you said Transportation was
more involved than

Mr. RYAN. The Department of Defense thought the Department
of Transportation was more involved in the process and they really
were not.

Senator COLEMAN. Do you know if that has been clarified?

Mr. RYAN. I think that the second panel can handle that.

Senator COLEMAN. Which government agency then would be the
best to provide oversight? Is the agency where the employee’s
work? Is that your testimony.

Mr. Kutz. 1 think OMB is the place that could help set policy,
possibly. But the actual agencies themselves are going to have to
implement, is our view.

Senator COLEMAN. Was the lack of implementation simply be-
cause it is a small benefit per employee? I am trying to understand
how we get a point where if you look at a program, that ultimately
if you look at the sum total that it is significant dollars according
to the figures the Chairman indicated, perhaps a billion-dollar pro-
gram in the next 5 years. But were you able to get a sense of why
there has not been oversight?

Mr. Kutz. Not really. Some of the IGs, and some of them coming
up to the table here, have done oversight and reported to their
management that there are problems. So it is not really surprising.
We actually raised, in a predecessor program to this, in 1993 cer-
tain issues about controls with respect to a predecessor program
that Yvas optional. This program is required, that program was op-
tional.

I think you said it well, that there was no one at the switch. It
was not that people were asleep at the switch. There was really no
one looking at fraud, waste, and abuse in this except us and IGs.
So it is really a lack of management oversight.

Senator COLEMAN. Is that a cost issue? You talked about cost/
benefit analysis. To do the oversight here, is this costly? Perhaps
more costly than the benefit?

Mr. Kutz. No, not at all. I think there is certainly some cost to
oversight but we are not talking about elaborate types of controls
here. We are talking about making sure the people actually work
at your agency. I do not see how that can be more than a short
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exercise. But we had agencies, surprisingly, that took months to
tell us they could not figure out who the people were that they
were paying. That, to me, is not a good thing.

Senator COLEMAN. So again, we are looking for solutions here. If
OMB were to grab the bull by the horns here and say for this pro-
gram we are going to perhaps recommend or require agencies to do
A, B, C, and D, some sense of uniformity, that would go a long way
to providing what I am hearing, what I believe to be after review-
ing your report, pretty simple steps that in the end could prevent
at least $17 million a year in waste and probably a lot more than
that if one looks at all the figures.

Mr. Kutz. Yes, I think that is part of the solution. If I could just
mention one more thing along Senator Levin’s line of questioning,
is that also the people that are caught cheating here, there has to
be consequences for them or people are not going to believe—first
of all, there is the risk of detection. If there is no risk of detection,
people are going to try to get away with it. But once people are ac-
tually detected, something has to happen here, whether it is their
security clearances are revoked or they are suspended from work
for a month without pay, or are terminated. Something has to hap-
pen.

Now certainly the IRS case I mentioned, the stolen computers,
that individual has been indicted. Not necessarily for what we
found in the transit but for what we found on the computers.

But it really is a matter of can we trust these people and should
there be severe consequences? And those should be published, also.
People should be told that people were caught cheating in the pro-
gram, there are certain consequences for those people, and there-
fore people will maybe think twice about doing this.

Senator COLEMAN. Are you aware of any government-wide policy
guideline that addresses the appropriate disciplinary actions for
employees inappropriately receiving or selling transit benefits?

MR. Kutz. No, and this is something that we have seen in other
programs, too. All of the issues we had with travel cards, purchase
cards, and other things like that, oftentimes people that are in-
volved with small frauds, the U.S. attorneys will not take the
cases. Nothing ever happens to them.

Senator COLEMAN. Are you aware of any agency that perhaps
has a model of administrative disciplinary action for inappropri-
ately receiving or selling transit benefits?

Mr. KuTtz. No.

Senator COLEMAN. So there is no model out there?

Mr. Kutz. Not that we are aware of.

Senator COLEMAN. There is not a single agency that says we
know this is a problem, we want to deal with the problem, we are
going to provide for certain penalties for those who are found doing
these kind of illegal things? No clear statement of actions, con-
sequences for this kind of action?

Mr. Kutz. Not that we are aware of. You may ask the second
panel if the Departments of Transportation or Defense have that
but we are not aware of anything that specific.

Senator COLEMAN. Thank you. Here is just a last thought. I re-
member, I was a prosecutor for many years and I remember when
Mayor Giuliani was Mayor of New York. One of the things that he
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did is early on he kind of jumped in and got folks to—forced folks
who were going through turnstiles and not paying, to pay. And it
was not a lot of money.

But by doing that it did kind of set a standard. And what I am
hearing from you is if we make it clear that this kind of conduct
is illegal, violates specific conditions that you have agreed to, that
if you make that clear and you act on it, then down the road you
can prevent a lot of other worse things from happening. Is that a
fair statement?

Mr. KuTz. Yes, we would agree with that.

Senator COLEMAN. And in addition, save the government a lot of
money.

Mr. KuTtz. Yes.

Senator COLEMAN. Thank you. Thank you, Mr. Chairman.

Senator LEVIN. This Transit Benefit Program exists in the pri-
vate sector, as well; correct?

Mr. KuTtz. Yes.

Senator LEVIN. But that was not part of your job?

Mr. Kutz. No, but it came up a lot. There were a lot of cases but
we intentionally tried to limit. So we really cannot speak much to
what happens outside the Federal Government.

Senator LEVIN. In the private sector program, the farecards to
the employee are deductible as an expense to the employer; is that
right?

Mr. Kutz. I believe it would be, yes.

Senator LEVIN. But it is not income to the employee?

Mr. Kutz. It depends on how their program is set up. If they fol-
low the Federal program that would be the case. I believe that
there are some that would do that. Whether they all do it that way
or not, we do not know.

Senator LEVIN. What other way is there?

Mr. Kutz. There could be a way where you could just use tax-
free dollars to buy them versus actually get them for free. So there
is a number of possible ways that you could do it and I believe that
those are multiple types of programs out there.

Senator LEVIN. If it is the way I describe, where the employer
hands out the benefit in the form of farecards—

Mr. Kutz. That would be deductible as an expense for the em-
ployer, that is a legitimate expense, yes.

Senator LEVIN. But it is not income to the employee?

Mr. KuTtz. Because I believe that the law that was passed would
apply to private sector people, also.

Senator LEVIN. Can you check with the IRS and ask them what
they know about this deduction? How common is it? What is the
estimated cost? Just try to give us a feel for that and as to whether
or not they feel that, in fact, there is abuse? Can they tell anything
about the employees’ use of that benefit? How many employees
would use that benefit properly? How many evade paying tax if
they sell it? Is it illegal to sell a privately dispensed benefit if they,
for instance, include the income in their tax return? Would the em-
ployee be violating any law?

Mr. Kutz. We can research that and get back to your staff on
that, if you would like us to, yes.

Senator LEVIN. That would be great. Thank you.



16

Senator COLEMAN. If I could follow up on that because I was try-
ing to figure out—I went on eBay and looked at a bunch of these
actions. But it would appear that in order to make any money on
eBay, if you use this program the way, Mr. Kutz, you describe with
tax-free dollars and the employer has already paid for it, the only
benefit the non-government employee has is the tax savings. So it
would seem to be improbable that somebody could sell $100 worth
of Metro cards for $65 since they do not have a $35 or even a $25
tax benefit. They would have to be in a pretty high—it just does
not work out.

So either all of the individuals or most on eBay are Federal em-
ployees or there are employees then who have to do this like the
Federal program. Otherwise, there would be no benefit for the indi-
vidual if they paid dollars and the only benefit they are getting is
pre-tax, then they could not sell it at a 25 percent or 35 percent
discount. Is my math correct?

Mr. KuTz. Your math is correct because the highest incremental
tax rate is in the 30s. So if people are getting 70 cents, 75 cents
on the dollar, it would make no sense to buy them and then sell
them.

Senator COLEMAN. Like the Chairman, I would be interested to
look on the private side to see what the scope of this is and wheth-
er there are additional tax issues here.

Thank you, Mr. Chairman.

Senator LEVIN. Thank you so much. We will excuse our first
panel with our thanks and call our second panel.

Let me now welcome our second panel of witnesses. We have
with us Calvin Scovel, the Inspector General with the Department
of Transportation; Linda Washington, the Deputy Assistant Sec-
retary for Administration at the U.S. Department of Transpor-
tation; Thomas Gimble, the Acting Inspector General at the De-
partment of Defense; and Michael Rhodes, the Deputy Director of
Administration and Management and Director of Washington
Headquarters Services at the Department of Defense.

As I mentioned for our first panel, Rule 6 of this Subcommittee
requires that all witnesses who testify before the Subcommittee are
required to be sworn. So at this time I would ask all of you to
please stand and raise your right hand.

Do you swear that the testimony you will give before this Sub-
committee will be the truth, the whole truth, and nothing but the
truth, so help you, God?

Mr. ScovEL. I do.

Ms. WASHINGTON. I do.

Mr. GiMBLE. I do.

Mr. RHODES. I do.

Senator LEVIN. The same timing system will be used here but be-
cause we have a larger panel, we would ask you to limit your oral
testimony to no more than 5 minutes and we will have that same
yellow light come on that will give you some warning.

Ms. Washington, we are going to have you go first, followed by
Mr. Rhodes, then Mr. Scovel, and then Mr. Gimble. And then we
will turn to our questions. Ms. Washington.
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TESTIMONY OF LINDA J. WASHINGTON,! DEPUTY ASSISTANT
SECRETARY FOR ADMINISTRATION, U.S. DEPARTMENT OF
TRANSPORTATION

Ms. WASHINGTON. Thank you, Mr. Chairman, Ranking Member
Coleman, and Members of the Subcommittee for the opportunity to
testify on the Department of Transportation’s role in implementing
the Federal Transit Benefit Program. My statement today will ad-
dress both the Department’s own participation in the Transit Ben-
efit Program and its role as the home agency for TRANServe, the
organizations used by 108 Federal entities nationwide to distribute
transit benefit fare media.

The Transit Benefit Program is a proven means to help increase
the use of mass transit in line with DOT’s strategic objective of re-
ducing congestion. Estimates indicate there are 163,000 partici-
pants in the National Capital Region accounting for nearly half of
the Federal workforce in the area. The Transit Benefit Program’s
importance is particularly evident when considering specific trans-
portation alternatives in the National Capital Region.

For example, the Virginia Railway Express (VRE), a growing
commuter railroad serving the National Capital Region, relies on
transit benefits for about 65 percent of its revenue, with fiscal year
2006 average daily ridership of nearly 15,000 people. Federal em-
ployee’s transit benefits used on the VRE alone are responsible for
removing a significant number of motor vehicles off of the highly
congested I-95 and I-66 corridors in Virginia.

TRANServe has evolved over the years to offer transit benefit
distribution services nationwide to organizations throughout the
Federal Government. It now distributes over $200 million in fare
media annually, servicing over 230,000 participants nationwide.
TRANServe enters into a customer agreement with each of the
Federal entities it services, specifying that TRANServe will obtain
and distribute transit fare media while it is the customer agency’s
responsibility to verify the eligibility of its employees to receive the
transit benefits.

Participating agencies are responsible for identifying eligible em-
ployees, determining the amount of eligibility, and overseeing the
participation of their employees in the Transit Benefit Program.
TRANServe recognizes that the fare media it distributes is actually
cash equivalent and has an extensive system of internal controls to
provide oversight for inventory and distribution management. Its
internal controls have been tested and strengthened through the
years with the help of independent auditors and security experts.

Recently TRANServe hired an internal controls officer specifi-
cally responsible for monitoring the organization’s internal controls
and sharing best practices with customer agencies.

Each time a transit benefit recipient receives his or her fair
media, he or she must sign for it. On the form there is an expla-
nation of general requirements for continued participation in the
program and recipient responsibility.

In August 2006, TRANServe began distributing to DOT recipi-
ents a plain language reminder highlighting requirements that

1The prepared statement of Ms. Washington with attachments appears in the Appendix on
page 63.
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they must not be on a parking permit, the benefit is only for com-
muting to and from work, the amount does not exceed actual cost,
and that it is a violation of law to provide false or fraudulent infor-
frpation to obtain transit benefits or to transfer or sell transit bene-
its.

Last year DOT initiated the first of what is now an annual recer-
tification requirement to maintain current accurate information on
transit benefit recipient commuting costs. In addition, by July 2007
DOT will require its National Capital Region employees using the
Metro system to transition to Smart Benefits which will reduce
program cost and further improve internal controls.

Mr. Chairman, we recognize that it is in the best interest of the
Federal Government, the taxpayer, and commuters, in general, to
make the Transit Benefit Program work as effectively as possible.
We have initially identified areas for improvement including partic-
ipant education and administrative remedies. For example,
TRANServe is developing an electronic learning package that will
be pilot tested with DOT employees. It will reemphasize recipient
responsibilities, identify prohibited practices, and enumerate the
potential penalties for inappropriate actions. We are working to in-
corporate this tutorial into DOT’s online annual recertification
process and will be required to be completed each year before recer-
tification can occur.

We believe that the vast majority of Federal employees who par-
ticipate in the program do so honestly, responsibly, and with integ-
rity. However, we recognize that there may be individuals who are
intent on using the system for personal gain at taxpayers’ expense.
DOT is prepared to deal with such individuals. I have already met
with our Office of Human Resources and our Office of General
Counsel to discuss appropriate administrative penalties for proven
instances of misuse, and I have instructed them to act swiftly and
decisively.

In conclusion, the Federal Transit Benefit Program is an impor-
tant tool to help address congestion, air pollution, and save fuel.
DOT is prepared to deal with any of its employees again who are
misusing the program, and we stand ready to work with your Sub-
committee to take all appropriate measures within our authority to
make this program work as intended for the American people.

I would be happy to answer any of your questions.

Senator LEVIN. Thank you so much. Mr. Rhodes, you are next.

TESTIMONY OF MICHAEL L. RHODES,! DEPUTY DIRECTOR,
ADMINISTRATION AND MANAGEMENT, DIRECTOR, WASH-
INGTON HEADQUARTERS SERVICES, U.S. DEPARTMENT OF
DEFENSE

Mr. RHODES. Mr. Chairman, Senator Coleman, thank you for the
opportunity to discuss transit benefits for Department of Defense
personnel in the National Capital Region.

My organization, Washington Headquarters Services, provides a
broad range of administrative, infrastructure and support services,
and programs for defense personnel and organizations in the Na-
tional Capital Region.

1The prepared statement of Mr. Rhodes appears in the Appendix on page 73.
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Washington Headquarters Services has overall responsibility for
administering the Transit Benefit Program in the National Capital
Region. We execute this responsibility with and through the mul-
tiple military components and organizations in the area. We, and
the approximately 40 designated points of contacts for these organi-
zations, all have specific roles and responsibilities concerning im-
plementation of the program.

The Department of Defense program in the National Capital Re-
gion has 34,000 participants. They average approximately $83 per
month in subsidy benefit per participant. In fiscal year 2006, the
Department of Defense program was $35.9 million in expenditures
in the National Capital Region.

To effectively execute this program we established a partnership
agreement with the Department of Transportation. They provide
an efficient means of implementing important administrative and
logistical functions. Of note among these are acquisition and dis-
tribution of the fare media, maintaining the database of program
participants, and providing detailed reports for validation and rec-
onciliation by our components and organizations.

If I can just highlight a few steps in our process, when a program
application is completed, but before it is forwarded to the Depart-
ment of Transportation for inclusion in their program database, we
first search our Pentagon Force Protection Agency parking roster
to ensure the applicant does not have a parking permit. As an on-
going safeguard, our Force Protection Agency parking office also re-
tains an up-to-date database from the Department of Transpor-
tation which lists those who are participating in the program. And
this is referenced every time someone applies for a parking permit
to ensure they are not also enrolled in the transit subsidy program.

Another aspect of the transit subsidy program that you both
mentioned in your opening comments is the self-certification. And
this, as you stated, is where the employee attests to their eligi-
bility, to the fact that they will only use the benefit for specified
and authorized purposes, and that the amount that they received
does not exceed their costs. In addition, it has a warning statement
that describes the punishment involved for false or fraudulent cer-
tification.

I wanted to highlight that in addition to this certification, each
time an individual receives their transit benefit on a quarterly
basis they sign a roster that restates their self-certification. Fur-
ther, at the time they receive their benefit, the individual partici-
pant must present their Department of Defense identification to
confirm their identity and their employment status.

I would also highlight that the Department of Transportation
provides detailed reports of participants and these are instru-
mental. These are instrumental in allowing reconciliation by the
military departments and Defense components. We receive these
reports monthly and the individual components reconcile those
with their employment and payroll records to ensure currency. In
addition, they go through other steps to confirm appropriate pro-
gram and eligibility issues and then they use this reconciliation
process to pay the cost of their employees’ participation.

Last, I would mention that in 2003 the Department of Defense
Inspector General conducted an audit and at that time they did
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identify a need to strengthen our reconciliation procedures for a
few of the components. Subsequently, we worked with those compo-
nents to modify the report that they receive in a manner that en-
hanced their ability to implement reconciliations.

We look forward to the information from the GAO investigation
report to determine if there are weaknesses applicable to our De-
partment of Defense National Capital Region program. We are al-
ways looking for sound and effective improvements. This program
is an important benefit to a significant number of our personnel
but at the same time we want to ensure we are prudent stewards
of the resources entrusted to us.

I look forward to your questions.

Senator LEVIN. Thank you, Mr. Rhodes. Next will be Mr. Scovel.

TESTIMONY OF HON. CALVIN L. SCOVEL, III,! INSPECTOR
GENERAL, U.S. DEPARTMENT OF TRANSPORTATION

Mr. ScovEL. Chairman Levin, Ranking Member Coleman, Mem-
bers of the Subcommittee, I am pleased to be here today to testify
on opportunities to improve internal controls over the Federal
Transit Benefit Program. Of foremost concern of all participating
agencies is to maintain the integrity of this important program and
to ensure that it remains free of employee fraud and abuse.

The GAO’s current work found weaknesses in Transit Benefit
Programs at several agencies that make the program susceptible to
employee abuse or fraud. Those findings underscore the need to re-
view and improve internal controls at all agencies participating in
the program. Today, the DOT Transit Office facilitates the distribu-
tion of about $200 million in annual benefits for 108 Federal orga-
nizations to provide transit incentives to over 230,000 Federal em-
ployees nationwide.

An important point is that while DOT provides support for other
agencies, it does not manage their Transit Benefit Programs. Each
agency is responsible for ensuring the integrity of its own program
and establishing appropriate internal controls. We see the role of
the Inspectors General in the Federal Transit Benefit Program as
one of oversight to ensure that internal controls are sufficient and
that they are adhered to.

Today, I would like to discuss two points regarding the Federal
Transit Benefit Program. First, the strengths and weaknesses of
DOT’s internal controls over the program. DOT has implemented
internal controls designed to prevent potential fraud or abuse with-
in the program. For example, DOT has established a series of ini-
tial controls to ensure that employees are eligible to receive bene-
fits. These include completing an application that includes informa-
tion about an employee’s city of residence, work location, mode of
transportation, and commuting costs. A significant weakness in the
current process is that DOT has no uniform process to check the
accuracy of information provided on an employee’s transit benefit
application. Instead, DOT employee applications are approved by a
transit coordinator who is responsible for approving benefits for an
entire agency.

1The prepared statement of Mr. Scovel appears in the Appendix on page 80.
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We think involving supervisors in the application process could
help prevent cases where employees misrepresent their commuting
methods or distance and obtain more transit benefits than they are
eligible to receive. Supervisors are in a better position to know in-
formation about employees such as their home location, commuting
methods, and schedule. Our investigations over the last several
years have uncovered several cases of this type of abuse and we are
currently working several other cases recently referred to us by
GAO.

DOT also recently established a new internal control to check
that employees remain eligible for the amount of benefits that they
were originally authorized to receive. Last month DOT began re-
quiring DOT employees to recertify annually their eligibility for
transit benefits. Participants are required to update and verify
such items as their mode of transit and monthly commuting costs.

However, other than employee’s self-certification, no procedure
requires employees to update personal information for changes
when they occur. Changes such as commuting method or work
schedule affect the amount of benefits an employee is eligible to re-
ceive. In our opinion, DOT should require employees to update
their information and recertify whenever meaningful changes in
their commuting methods or schedules occur. Requiring an employ-
ee’s supervisor to review and approve this information, too, will
help improve this aspect of the process.

Second, opportunities to improve internal controls over the pro-
gram throughout the Federal Government. Our work at DOT has
identified areas where the Department, as well as other Federal
agencies, can proactively improve controls over their programs. We
see five specific actions that should be taken.

One, include the program in agencies’ assessments of their inter-
nal controls during the A-123 process. OMB Circular A-123 re-
quires Federal managers to assess the adequacy of internal con-
trols of their programs to include the government purchase and
travel card programs. In DOT’s case, the Department includes con-
trols over safeguarding paper fare media as part of its A—123 proc-
ess but it does not include an assessment of other aspects of its
Transit Benefit Program, such as the application and distribution
processes. Including an assessment of the internal controls over the
program in the A-123 process could be an effective means for
proactively preventing fraud or abuse.

Two, require employees to recertify annually their eligibility. As
I just mentioned, DOT recently initiated an online process to re-
quire its employees in the Washington area to update and recertify
their enrollment information annually. All Federal agencies that
have not already done so should implement a similar recertification
requirement to ensure the accuracy of program data and to clearly
communicate the responsibilities of program participants.

Mr. Chairman, I am nearly out of time. If I may ask for another
minute to 2 minutes, I will wrap up.

Senator LEVIN. Sure thing.

Mr. ScoveEL. Thank you.

Three, review and apply appropriate lessons learned in other
government programs. For example, in 2002 OMB made significant
government-wide improvements to both the government purchase
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card program and the travel card program. Those programs are
also susceptible to fraud and abuse by employees and OMB di-
rected agencies to evaluate their internal controls and develop re-
medial action plans. In both cases, well developed training pro-
grams were key to reducing the risk of fraud and abuse.

For example, all Federal employees must complete a training
course before they are authorized to use government purchase
cards. We think similar trainings should be established for the
Transit Benefit Program.

Four, develop and enforce consistent administrative policies.
While potential criminal and civil penalties could result from tran-
sit benefit fraud, this type of fraud is unlikely to be prosecuted. For
this reason, it is important that management pursue appropriate
disciplinary action. However, there are no required or rec-
ommended disciplinary actions for transit benefit fraud. The devel-
opment of uniform recommended penalties including suspension or
debarment from the program and consistent enforcement of those
penalties will be important steps to prevent this type of abuse.

Five, mandate the use of electronic fare media or SmarTrip
cards. These are rechargeable fare cards that have benefit amounts
electronically loaded each month. SmarTrip cards reduce the poten-
tial for fraud and abuse because it is more difficult to sell or trans-
fer benefits compared to paper fare media.

Let me close, Mr. Chairman, by noting that each of these actions
do not require mandates from OMB or legislation and could be
taken by agencies today to improve internal controls over their pro-
grams.

That concludes my statement, Mr. Chairman, and I would be
happy to address any questions you or other Members of the Sub-
committee may have.

Senator LEVIN. Thanks so much. Mr. Gimble.

TESTIMONY OF THOMAS F. GIMBLE,! ACTING INSPECTOR
GENERAL, U.S. DEPARTMENT OF DEFENSE

Mr. GIMBLE. Mr. Chairman, Ranking Member Coleman, thank
you for the opportunity to appear before the Subcommittee today
to discuss the Department of Defense (DOD) National Capital Re-
gion Transit Subsidy Program. The DOD Transit Subsidy Program
was established in fiscal year 2000 and paid out about $35.9 mil-
lion in benefits in fiscal year 2006. The work performed by the
DOD Inspector General (IG) and the Government Accountability
Office (GAO) indicates that the program does not yet have the in-
ternal controls needed to limit the susceptibility of transit benefits
to fraud, waste, and abuse. My testimony this afternoon will de-
scribe the work my office is performing to assess the effectiveness
of internal controls for the program.

The DOD Inspector General became aware of the potential abuse
of the DOD program through the complaints received through our
hotline and these allegations involved employees transferring
Metlr;ocheks to friends or selling them through the Internet or to co-
workers.

1The prepared statement of Mr. Gimble appears in the Appendix on page 90.
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In response to a hotline complaint received in January 2003, we
conducted an audit on allegations concerning controls over DOD
transit subsidies within the National Capital Region. The final re-
port was issued on October 14, 2003. We substantiated allegations
that there was no verification of applicants’ employment and that
Dg)D employees could be selling or giving away their transit sub-
sidies.

The audit partially substantiated the allegations that controls
had not been established to ensure employees do not receive transit
subsidies while receiving subsidized parking and that the billing
information received from the Department of Transportation (DOT)
did not include sufficient detail to facilitate the reconciliation of the
quarterly DOD billings.

We recommended that the military departments and the Defense
Logistics Agency (DLA) develop procedures to require the reconcili-
ation of all transit subsidy billings received from DOT and that
DLA develop a policy to check transit subsidy applications against
its parking permit roster.

In early 2005, during the regular meetings between GAO and the
DOD IG, we discussed allegations of abuses in the Transit Benefit
Program that included the sale of Metrocheks on eBay. In Feb-
ruary of 2006, we announced a data mining review to research this
issue for DOD within the National Capital Region. We performed
tests to determine whether DOD program enrollment data and dis-
bursement data substantiated the individual’s eligibility for the
Metrochek program and that the amount of the benefit was re-
ceived by the individual. We identified the following potential
issues: That employees were receiving Metrocheks while using sub-
sidized parking; over reliance on the honor system where employ-
ees self-certify and submit the program application without review;
individuals were receiving benefits in excess of the monthly costs;
individuals outside the National Capital Region were receiving the
benefits; and there was insufficient data to validate the benefits for
over 28 percent of the active participants.

We continue to coordinate and share information with GAO,
which has been conducting an investigation into the Transit Ben-
efit Programs in the National Capital Region.

Based on the data mining review we conducted and investigative
work by GAO, we announced an audit in November 2006 of the in-
ternal controls of the DOD Transit Subsidy Program within the
National Capital Region. Specifically, we are reviewing internal
control activities over the transit subsidy application process, in-
cluding the initial enrollment, status changes, and de-enrollment
from the program, management of the enrollment database and re-
tention of the supporting documentation to comply with audit re-
quirements.

We have also performed analysis to test the accuracy and com-
pleteness of the data elements within the enrollment database, in-
cluding the calculation of the allowable monthly transit subsidy
benefit by the DOD participants. Furthermoe, we have reviewed
the transit subsidy policies and procedures. We plan to issue our
report in July 2007.

Investigative work by GAO identified potential abuse of the
agency Transit Subsidy Programs within the National Capital
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Region, including the DOD Transit Subsidy Program. We have re-
cently met with the GAO investors and anticipate receiving infor-
mation on specific abuses they have identified. The cases will be re-
ferred to the appropriate investigative agency within DOD for fur-
ther investigation. Additionally, we expect to make referrals to our
Defense Criminal Investigative Service (DCIS) as a result of our
audit work.

The Transit Benefit Program is a valuable program which, if
properly administered, can help alleviate traffic congestion and re-
duce automobile emissions. However, the continuing abuse of the
use of the transit benefits make clear the need for additional con-
trols to help prevent fraud, waste, and abuse. We believe that the
work that we are performing in our audit will assist the Depart-
ment in identifying areas needing further improvement.

That concludes my statement.

Senator LEVIN. Thank you, Mr. Gimble.

You made reference to a meeting that you are going to be having
with the GAO coming up to review the problems and the need for
additional safeguards?

Mr. GIMBLE. Yes, sir. What we also are doing is getting a refer-
ral. They have identified, I think, eight or so individuals, DOD em-
ployees, that have potential abuses.

Senator LEVIN. In terms of the process used in the Department,
you will be meeting with the GAO. Can you give us a report after
that meeting as to what steps you will be taking?

Mr. GIMBLE. We can do that.

Senator LEVIN. Ms. Washington, there was a Department of De-
fense! report that I made reference to before that the number of
Federal employees participating in the Transit Benefit Program
rose from 53,000 prior to an Executive Order, which I believe was
2003, to 114,000 within a year after the order was being signed.

Do you know approximately how many Federal employees now
use Metro?

Ms. WASHINGTON. Throughout the Nation?

Senator LEVIN. No, Metro in Washington.

Ms. WASHINGTON. About 106,000.

Senator LEVIN. That would be less than it was a couple of years
ago. OK, say 106,000.

Then it said, according to the survey done as part of the DOT
evaluation, 11 percent of the participants had switched to transit
from commuting in a single occupancy vehicle. What percent of
that population was already taking Metro?

Ms. WASHINGTON. I am not sure, sir. I do not know the answer
to that question. I am familiar that there was a study done that
mentioned 11 percent but I do not have the information on that.

Senator LEVIN. Do you know whether that study identifies what
percentage of the Federal employees, which was approximately
114,000 at the time of the survey, what percentage of them were
taking Metro anyway?

Ms. WASHINGTON. No, I do not.

Senator LEVIN. So we do not know really what affect this subsidy
has had. We can tell what percentage of employees are riding

1DOD 16 Note: Should be the Department of Transportation.
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Metro but we do not know what percentage of employees would
have ridden Metro anyway?

Ms. WASHINGTON. That is correct.

Senator LEVIN. That seems to me to be one of the real problems
with this program, it is hard to identify what percentage of employ-
ees were moved or attracted or given an incentive to leave either
a single occupant vehicle or a multiple occupant vehicle or a car-
pool or whatever, moved to Metro as a result of this subsidy.

If only 10 or 15 percent of the Federal employees who use Metro
are using it because of an incentive, and 80 percent or more would
have been using Metro anyway, you do not need the incentive for
80 percent of the employees. And then you have got to compare
that with what Federal employees may or may not get in other
parts of the country who do not have Metro or do not have the ac-
cess to a mass transit system. And so there is an equity issue in
terms of Federal employees, too, that I believe has to be placed on
these scales.

Do you have any idea in the Department of Defense what those
numbers might be? The number of people that use Metro at the
Department of Defense or other mass transit that would otherwise
be in a single passenger vehicle or in a multiple passenger vehicle?

Mr. RHODES. No, Senator, I do not.

Senator LEVIN. Is there a way practically to find out without sur-
veying the whole world?

Mr. RHODES. Short of surveying, I do not know, sir.

Senator LEVIN. I think that you made reference, Mr. Gimble, to
an audit by the Department of Defense Inspector General back in
2003 which said that “controls over the transit subsidies program
within the Army, Navy, Air Force, and the Defense Logistics Agen-
cy needed improvement” as the IG said. And then you quoted the
following line “that our review substantiated the allegations that
there is no verification of an applicant’s employment and that DOD
employees could be selling or giving away their transit subsidies.”

What steps have been taken since that audit to avoid that, to im-
prove internal controls?

Mr. GIMBLE. Several of the Defense components have imple-
mented reconciliation procedures which would be a big step in ac-
complishing that. The idea of stopping people from selling or mov-
ing the card—giving their cards away. That is a little tougher to
deal with.

What we did there is initiate a data mining project, but you have
to weigh the benefit that you get.

Senator LEVIN. I am not following you. You have to weigh the
benefit, what did you say after that?

Mr. GIMBLE. You have to weigh the benefits, the costs versus the
benefits.

Senator LEVIN. I got that part, but what came after that I could
not follow.

Mr. GIMBLE. Abuse of transit benefits is a fairly low occurrence.
Through our data mining we are able to capture some of these
occurances. Also, GAO has identified 8 or 10 people that go out on
eBay. But in DOD we have not had a widespread occurrence of
that. So either that control is there as one that—if you do not iden-
tify it by data mining, it is really kind of hit or miss, is the point.
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Senator LEVIN. Are you saying that basically the benefits here
may not justify the cost of doing that kind of a survey? Is that
what you are saying?

Mr. GIMBLE. That, but there is a benefit of doing the reconcili-
ations and the verifications of employment and I think the com-
parison to the subsidized parking. Those are fairly cheap ways to
do things. And I think these are some of the better internal con-
trols that you can have.

Senator LEVIN. That has not yet been done?

Mr. GIMBLE. Many DOD organizations are doing those. It is my
understanding the Army has still not formally issued their policy
but it has issued draft guidance which is being coordinated with af-
fected Army organizations. But everybody else has issued reconcili-
ation procedures. And also, I think Mr. Rhodes alluded to the park-
ing lot scans.

Senator LEVIN. Back to you, Ms. Washington. You said that there
is proven value to this program and you said there are 163,000 par-
ticipants, nearly half the work force. But you are not able to say
what percentage of those participants would have been on mass
transit anyway?

Ms. WASHINGTON. That is correct.

Senator LEVIN. Then how do you say there is great proven value
to the program when you have no way of assessing how many peo-
ple were motivated by the program to do something and may have
done it the same way anyway?

Ms. WASHINGTON. Well, we are looking at some of the statistics,
as I mentioned, on VRE. You are absolutely right, Senator, we can-
not empirically say that they may have taken VRE anyway. But we
are looking at 65 percent of the riders on VRE or 15,000 people
take VRE from outlying areas in Virginia. I would venture to say
that WMATA probably has some similar figures, as well.

But you are absolutely right, we cannot say empirically that it
has been proven that it is increased. What it has done is taken—
into account the earlier study that the Texas Department of Trans-
portation, which did say that there was less congestion on the
roads, that there was less fuel emissions and things like that. But
you are absolutely right, we cannot empirically say that it has
taken more people off of the road.

Senator LEVIN. That study in Texas, is that a recent study?

Ms. WASHINGTON. It was actually conducted in 2003.

Senator LEVIN. Could you furnish that? I do not know if we have
that study or not.

Ms. WASHINGTON. Absolutely.

Senator LEVIN. That is one of the intriguing aspects of this mat-
ter, it seems to me, is it is kind of hard to state with any con-
fidence as to how many people would be riding Metro or some other
form of mass transit who otherwise would not be. We know there
are a large number of Metro customers who are using these tickets,
these cards. VRE apparently has a whole lot of folks that are riding
VRE who use these cards. But we have no idea how many of those
follks would be using those cards, would be paying for it them-
selves.

And that raises the equity issue, it seems to me, because if there
are a lot of people who are getting their transportation paid for by
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the government, who would have paid for that mass transit from
their own pay, where you have other folks in other parts of the
country without mass transit who work for the Federal Govern-
ment who do not have that benefit, it seems to me there is an in-
equity there. And so there are a lot of intriguing aspects to this
program in addition to the question of waste, fraud, and abuse, the
misuse of the cards by sale or by transfer to other people.

We will leave my role there and turn this over to Senator Cole-
man, again with our thanks.

Senator COLEMAN. Thank you, Mr. Chairman.

Let me first get to the question of or the issue of who is respon-
sible for checking into waste, fraud, and abuse. Ms. Washington,
what is the Department of Transportation perspective? Who has
the responsibility in individual agencies for determining whether,
in fact, employees are complying with the rules for this program?

Ms. WASHINGTON. It is the individual agency. We actually order
and disburse the fare media, but the individual agencies are to cer-
tify and account for the use of the fare media within their organiza-
tions.

Senator COLEMAN [presiding]. You do the program for 75 percent
of tgle Federal agencies? Do you receive a user fee from the agen-
cies?

Ms. WASHINGTON. Yes, we do.

Senator COLEMAN. What does that user fee cover?

Ms. WASHINGTON. I will mention what Mr. Rhodes said earlier.
We input all of the applications into a database. We provide reports
for them to help them administer their program. We also negotiate
with fare media organizations so that we can buy in bulk and get
discounts for the fare media. So we provide reports to them, we ad-
minister it, we go out and we set up the programs within the agen-
cies. So it is administrative oversight.

Senator COLEMAN. Were you aware of any agencies that thought
that DOT had the responsibility for oversight and did not under-
stand their own role in managing the program? Has that come to
your attention?

Ms. WASHINGTON. It has come to my attention. However, on the
statements that we give to the agencies each month, and also on
the memorandum of understanding that we have with every agen-
cy, it clearly states who is responsible for what.

Senator COLEMAN. So when it comes to your understanding, do
you simply refer them to that statement? What do you do?

Ms. WASHINGTON. Yes.

Senator COLEMAN. Mr. Rhodes from the Department of Defense,
at least it appeared that GAQO, in their investigation, had the belief
that Defense thought it was somebody else’s responsibility. Can
you give me your understanding of who has responsibility for over-
sight regarding waste, fraud, and abuse in this program?

Mr. RHODES. Sir, my organization has responsibility for imple-
mentation, which means, I think we have responsibility for that as
well. We partner tightly with the Department of Transportation in
that those reconciliations—the reports that they provide to do the
reconciliation, as Mr. Gimble referred to, is a critical piece of the
process because those are verified every month by each of the mili-
tary organizations and components to validate that those employ-
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ees that drew the benefit are actually on their rolls and somebody
that they are paying. Therefore, they reimburse for those costs.

I believe there was some confusion at one of the exit briefings
and some of the discussion on who has what role.

From the Department of Defense there was about 5 percent of
our costs that went to the administration and distribution fees that
covered the services provided by the Department of Transportation.
They allow for distribution of the fare media at 30 different loca-
tions around the area. Again, they maintain the databases for us.
They provide reports that are customized and modified to facilitate
some of the reconciliation process that we have there. They also
provide a daily download of DOD enrollment data to our Pentagon
Force Protection Agency so they can continually cross check against
the parking records, whenever anybody is applying for the subsidy,
which is another one of the safeguards in the process.

Senator COLEMAN. Ms. Washington one of the concerns that I
have as I look at the GAO report, do you have a copy? Could some-
one give a copy of the report, page 17, comparison of written tran-
sit benefit program controls.

Ms. WASHINGTON. Yes, sir, I have it here.

Senator COLEMAN. This document reflects a lack of consistency
across the agencies in terms of application requirements veri-
fication implementation. Should anyone have the responsibility for
ensuring that there is greater consistency in the areas of applica-
tion requirements verification implementation?

Ms. WASHINGTON. I definitely think that there should be some
consistency. For example, in the Department of Transportation
there is more that we can do to get additional information. Again,
each department should determine what they need to certify their
program. But I agree, there should be consistency.

Senator COLEMAN. The concern, though is individually within the
departments, as one looks at the state of things as they are today,
there is a great deal of discrepancy between what is and what is
not required. How do we deal with that?

Ms. WASHINGTON. Well, I think that once we get the rec-
ommendations and we have heard the recommendations from the
IGs and GAO, then we will work together to have some consistency
across the board.

Senator COLEMAN. I am going to suggest, Ms. Washington, since
you administer the program for 75 percent of the Federal agencies,
since they may or may not have IG audits, apparently just six of
the agencies have, that Transportation take the lead in commu-
nicating with agencies the list of best practices.

Ms. WASHINGTON. We certainly can do that now that we have
our internal controls officer, we can certainly do that.

Senator COLEMAN. Clearly one of them, among the egregious
findings are agencies sending payments to folks who have not
worked for the agencies for 4 or 5 years. There should be a pretty
obvious one that there should be some kind of system of removal
from Transit Benefits Program, including exit interviews.

Ms. WASHINGTON. Correct.

Senator COLEMAN. I would ask that you come back to this Sub-
committee with some indication of some kind of uniformity and di-
rections provided to the other agencies.
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Ms. WASHINGTON. OK.

Senator COLEMAN. Mr. Scovel, Mr. Gimble, I appreciate the very
specific recommendations, Mr. Scovel in particular, that you have
laid out. Training programs, appropriate disciplinary actions. I am
looking for is there a best practice? Is there clearly, as you have
indicated, the U.S. Attorneys are not going to prosecute these
cases. Individually, they are not rising to the level of fraud. But
collectively, they are very significant fraud. But individually they
are not going to do that.

What type of disciplinary actions would be appropriate? Do you
have any recommendation or does any member of the panel have
any recommendations?

Has any agency put in place a disciplinary system that effec-
tively deals with folks who violate the terms and conditions of the
use and sale of their Metrocheks or Smart cards?

Mr. ScoviEL. Thank you, Senator Coleman. If I can take first
crack at your question, in preparing for today’s hearing my staff
conducted a quick survey around our Department as well as a few
other departments in the Federal Government. We have found that
within the Department of Transportation there is no uniform table
of penalties or system of punishments to take into account DOT
employees who may have violated the Federal Transit Benefit Sub-
sidy program.

It is one of our recommendations that departments give serious
thought to that, realizing of course that discussion belongs with the
manager and supervisor and, in our Department, the administrator
of each operating administration. In past cases that my office has
worked, we have seen penalties ranging the gamut from admonish-
ment and counseling, on the one hand, all the way to termination
of employment, depending upon the facts of the offense and, frank-
ly, the character of the offender as well. We think those are useful
benchmarks.

We think that something that has been lacking, however, is vir-
tually an automatic consideration of suspension or debarment from
the transit subsidy program. We think that should be step one, in
fact. But both in our Department and elsewhere we have found
that that has not been the case.

Senator COLEMAN. Ms. Washington, I am going to kind of put it
back on your shoulders. And in part, and I do understand, the
agreement that you have with the agencies is very clear. It is the
responsibility of the customer to verify eligibility of the recipients.
I think it would be helpful, though, to the agencies to have a little
direction, again not to provide exact specificity of penalties but to
indicate that there needs to be appropriate action.

I would think the comments of the Inspector General here that,
at a minimum, if somebody is violating their agreement that they
face some sanction regarding participation in the program for at
least a period of time, something to say this is wrong.

The case the GAO highlighted was that folks that you inves-
tigated, and they were still back on eBay selling the Metrocheks
even after they understood that they were subject to investigation.
I think you have got to get people’s attention.

Ms. WASHINGTON. We agree. At the Department of Transpor-
tation, and in fact, we have already initiated meetings with our de-
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partmental director of human resources and our general counsel to
put in place some guidelines. So we will absolutely do that.

Senator COLEMAN. Thank you.

Mr. Gimble, let me get a little better understanding from the De-
partment of Defense. Does the Department of Defense have a uni-
form policy or do the various branches have their own? Does the
Navy policy on this differ from the Air Force, differ from the Army
or any other service branch?

Mr. GIMBLE. You are talking about the reconciliation process?

Senator COLEMAN. Yes.

Mr. GIMBLE. As I understand it, each one develops their own but
there are some basic things that they should have in there. Essen-
tially, you would have the controls over the enrollment application
process. You would verify the eligibility of the employee for the
benefits. And it should have a process and method for reviewing
the applications. What we are looking at now, is once you are in
the program how often do you go back? If you have a change, is
that properly handled, for example, if employees drop out? And
that gets back to your point about the folks that have been gone
for 4 years and still drawing the Metrocheks.

So these reconciliations we think will accomplish most of that.

I would just tell you, back to your other question, we have a fair-
ly low occurrence of referrals to date in the Department. But to
provide a couple of examples: We had one person that got caught
up in this and did not receive a promotion. The other paid back all
of the monies and got a letter of counseling.

Predating those audits though, when the program first stood up,
we in DOD IG discovered one of our junior people who was double
collecting for a couple or three quarters, which cost him his job. We
removed him from service.

Senator COLEMAN. I would hope, again, that we have some clar-
ity as to what is allowed and what is not allowed, and clearly it
is not allowed to sell these, to transfer these. And that there is
clarity in terms of action will be taken and some kind of discipli-
nary action. Again, it may depend on the nature, may depend on
a whole range of things regarding the individual. But I think it has
to be clear that this is not allowed. This is not legal and there are
consequences. Otherwise, I think the behavior continues.

In regard to the Department of Defense, I am just trying to un-
derstand the system. In the GAO review, they noted that the De-
partment of Defense does not verify commuting cost by approving
official, it does not review or does not have benefits adjusted due
to travel, leave, or change of address. And it does not have a re-
moval of benefits program, including exit interviews. Are those
things that they do not do, are those across the board or are those
simply—again, because you have a decentralized program; is that
correct?

Mr. GIMBLE. That is correct. We are specifically looking at those
issues in the audit that we are going to be issuing this summer.
We are going to deal with the application process to include the ini-
tial enrollment, status changes and de-enrollment, also the quality
of the data in the database and the retention of the documentation.
So we think if we address those issues along with the reconciliation
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procedures that are already in place, we will start having pretty
good control over the DOD program.

Now I need to say this: We believe that it is the administrator’s
responsibility to establish those internal controls. And we believe
that it is our IG responsibility in the waste, fraud, and abuse area
to periodically test. So what we would plan to do is periodically test
the controls of the program.

Senator COLEMAN. I would hope, though, that based on your re-
view that you can provide some direction to the administrators so
they have a sense of how best to ensure that this does not occur
in the future.

Mr. GIMBLE. Based on our audit done in 2003, we got an excel-
lent response to our recommendations. All our recommendations
were concurred with and all except one have been completed.

We would expect this new audit to go a little further and estab-
lish some additional controls.

Senator COLEMAN. Just to clarify again the state of things, you
state DOD verifies active employment status and whether the em-
ployee has parking; is that correct?

Mr. GiMBLE. DOD?

Senator COLEMAN. Yes.

Mr. GIMBLE. We are saying that we are working on the veri-
fication.

Mr. RHODES. Senator, if I might, for the Department of Defense
for our program in the National Capital Region, the individual par-
ticipants pick up their fare media on a quarterly basis. At that
quarterly basis when they pick up their fare media, they have to
identify a DOD identification to the—though it is the Department
of Transportation that is facilitating the process for us, our require-
ment that we lay out for them is they have to identify the personal
individual identification as they sign for it.

Additionally, when they sign for it on a quarterly basis, there is
a reattestation of that certification. So the self-certification hap-
pens when they apply and then it also happens each quarter when
they pick up their benefits.

Additionally, a third piece of that on the reconciliation that does
happen at each of the military organizations and components, they
do that on a monthly basis. That is a roster of all the people who
were currently enrolled. They compare that against their personnel
and employment databases to ensure that they are all active valid
individuals. So if somebody were to have departed but for some
reason we did not collect their identification badge, within that
month we would also get the reconciliation process in there.

Senator COLEMAN. Is anybody aware of anyone ever returning
excess benefits upon departure?

Mr. RHODES. Yes, Senator. That has occurred.

Ms. WASHINGTON. Yes.

Senator TESTER. Tell me about that, how that works?

Ms. WASHINGTON. In our system, it is part of our exit process
and employees have to go through the Transit Benefit Office; they
do indeed turn in their benefits.

Senator COLEMAN. So the key though is, particularly in Trans-
portation, you have that as part of your exit process?

Ms. WASHINGTON. That is correct.
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Senator COLEMAN. And agencies that do not, I do not think the
Defense has it as part of their exit process. Mr. Rhodes, are you
aware of folks turning back any benefits?

Mr. RHODES. Yes, I am, Senator. And in fact, each of the—again,
we have 70 military components and organizations that is sub-
divided down to we use 40 points of contact in those organizations.
But in that element we do have requirements that they include
that in their out-processing process. So I am not sure of what cri-
teria exactly got you a check on the box. We may not have specifi-
cally formed it in the manner that gets a check in the box on the
GAO report, but we do have that as a requirement in our proc-
esses.

Senator COLEMAN. The GAO indicated, at least the review in the
DOT program, they estimated that 35 percent of DOD employees
are improperly receiving the maximum amount of transit benefits.
Does that number surprise you, Mr. Gimble?

Mr. GIMBLE. It does, frankly, a little bit. But our data mining ef-
fort that we ran on the 2005 records indicated about 28 percent of
the data was not verifiable at that point in time. So I really do not
have an opinion as to whether that is high or low.

Mr. RHODES. Senator, at the last check, about 51 percent of our
enrollees have self-certified for the maximum benefit. I am not sure
if the 35 percent is of that 51 percent.

Senator COLEMAN. I think of those receiving the maximum. The
investigation for GAO only focused on those receiving maximum
benefits. It did not include any others. So this whole GAO report
really focuses on just a small slice of the universe of folks involved
in the program.

Mr. RHODES. I know that we have about 51 percent that are cer-
tified for the max benefit, that they have self-certified and identi-
fied that amount. So if it is 35 percent of that number, that seems
high. It will be interesting to see the information to try to see what
we can do to modify.

Senator COLEMAN. The Subcommittee found at least one of the
Federal employee unions actually offered to be helpful and work on
this issue. They see it as a good program and there is concern
about whether the program continues. What role, anybody, either
Ms. Washington or Mr. Rhodes, role for the unions in helping to
avoid some of the problems that the GAO found in this program?

Ms. WASHINGTON. We will certainly consider that. We had not
considered that before. We certainly will consider that.

Senator COLEMAN. I think it would be, again, worth having the
discussion.

I think I will conclude my questioning. I do believe again that
Transportation can play a more active role in educating the other
agencies about their responsibilities and providing them with some
understanding of the types of things that should be done in appli-
cation requirement verification and implementation, to have per-
haps a better system of uniform and consistent penalties, again
providing some leeway, obviously. But there should be some bottom
line in all of this.

I think all of those would help prevent some of the abuse that
the GAO report found. So I appreciate the efforts that have been
already accomplished. I think there is more work to be done. I
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would expect the agencies to file these materials with the Sub-
committee and we will go from there. But I want to thank all of
the witnesses for their testimony today.

With that, this hearing is now adjourned.

[Whereupon, at 4:18 p.m., the Subcommittee was adjourned.]
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FEDERAL TRANSIT BENEFITS PROGRAM

Ineffective Controls Result in Fraud and
Abuse by Federal Workers

What GAO Found

After investigating just 3 days of sales, GAC confinmed that at least 20
federal employees were fraudulently selling their Metrocheks on eBay. Most
of the employees GAO interviewed admitted to falsifying their transit benefit
applications and fraudulently selling their benefits. One GS-14 Department of
the Treasury employee drove to work, parked for free in agency-provided
parking, and was still able to collect $105 per month in Metrocheks-—most of
which he sold on eBay. Posing as buyers, GAO investigators also purchased
Metrocheks from 3 federal employees fraudulently selling their benefits on
Craigslist, a popular community Web site.

GAQ investigations revealed additional examples of federal employees
inflating their {ransportation expenses on their transit benefit applications.
Many of them adritted to intentionally falsifying their benefit applications to
receive excess benefits. For example, a GS-11 Department of Transportation
employee admitted to claiming the maximum allowable benefit of $105 per
month when his actual commuting cost was only $54.

Weaknesses in the design of program controls at the Departments of
Commerce, Transportation, State, Homeland Security, Defe , and
Treasury, the Internal Revenue Service (IRS), the Patent and Trademark
Office, and the U.S. Coast Guard can be associated with the fraudulent and
abusive activity we identified. Although GAO did not conduct a
comiprehensive review of each agency’s controls, the results from
investigations illustrate flaws in the design of the controls. For exaruple,
GAQ identified four employees who continued to receive transit benefits
even though they were on extended absences from work, but none of the
agencies had written policies requiring adjustment of benefits because of
leave or travel.
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Source Federal agencies.
Using transit benefits records from seven of the nine agencies GAO
reviewed, GAO determined that the amount of potentially fraudulent
transit benefits claimed during 2006 in the National Capital Region was at
least $17 million and likely more. This fraudulent amount could be
millions more if a similar magnitude of fraud exists in the dozens of
agencies GAO did not review, or if the other types of fraud GAO
identified in this investigation could be quantified.

United States A ility Office
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Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to discuss allegations of fraud and abuse
related to the federal government’s transit benefits program. This program
was established by executive order in April 2000, and is intended to reduce
federal employees’ contribution to traffic congestion and air pollution and
to expand their use of public transportation. In the Washington, D.C.,
National Capital Region,’ federal agencies are required to offer employees
tax-free’ transit passes for public transportation, to be used exclusively to
cover their actual out-of-pocket commuting expenses. In 2006, employees
could not receive more than $105 per month in transit passes.’

Agencies in the National Capital Region can either distribute these transit
passes directly to employees or contract with the Department of
Transportation for distribution. Based on information provided by
‘Transportation, as of July 2006, the portion of the program they administer
had approximately 250,000 participants who claimed about $250 million
worth of benefits. The National Capital Region constituted the largest part
of this program, with 120,000 participants claiming roughly $140 million
worth of benefits. These numbers do not include agencies that do not
contract with Transportation and administer their own programs.’ As
shown in figure 1, the transit passes themselves are issued by the
Washington Metropolitan Area Transit Authority (WMATA) in the form of

! Executive Order 13150 defines the National Capital Region as “the District of Columbia;
Montgomery, Prince George's, and Frederick Counties in Maryland; Arlington, Fairfax,
Loudoun, and Prince William Counties in Virginia; and all cities now or hereafter existing in
Maryland or Virginia within the geographic area bounded by the outer boundaries of the
combined area of said counties.”

? As discussed later in this testi , transit benefits used for ¢ ing purposes by the
intended recipient are tax free. However, income derived from the sale of transit benefits
would be considered taxable income; sellers would be required to report these sales as part
of their gross incore.

* Pub. L. No. 109-59, $3049 (Aug. 10, 2005),

* Agencies that administer their own programs purchase Metrocheks or SmartBenefits
directly from WMATA and manage the distribution in-house. If an agency contracts with
Transportation, then Transportation obtains Metrocheks from WMATA and distributes the
passes to efnployees or initiates the SmartBenefits deposit on an employee’s SmarTrip
card. Transportation charges a fee of nearly 5 percent for each dollar administered, with
additional fees charged fox in-building distribution, shipping, and vendor fees.

Page 1 GAO-07-724T
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either Metrocheks, which are paper fare cards, or SmartBenefits,” which
are electronic deposits to a transit debit card (called a SmarTrip card).

Figure 1: WMATA-Issued Metrochek and SmarTrip Card

Metrochek front

Smartrip front

Warning language:

Metrocheks may be used or exchanged for WMATA or
non-WMATA fares only by the person to whom it is validly
issued. Only employers or WMATA-approved agents may
issue valiid Metrocheks and only directly to qualified
employees. The use, sale, or exchange of Metrocheks by
any other person makes the Metrochek invalid, and is
therefore, llegal and subjects the person to arrest and/or
prosecution.
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® Stightly more than half of federal agencies in the National Capital Region participate in
the SmartBenefits Program (i.. give employees the option of receiving their benefits
directly on their SmarTrip cards), and only three federal agencies require enrollment in
SmartBenefits as part of the transit benefits program
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As shown in the figure, WMATA labels paper Metrocheks with a warning
indicating that they may only be issued to qualified employees by
approved employers and that resale is illegal; SmarTrip cards are printed
with a similar warning. The inspectors general (IG) of various agencies
have identified numerous problems related to the transit benefits program,
including ineligible employees receiving benefits and a lack of policies and
procedures essential to preventing fraud, waste, and abuse.®

Based on both the significance of these IG findings and the amount of
federal funds spent on transit benefits, you asked us to (1) investigate
allegations that federal employees in the National Capital Region are
involved in fraud and abuse related to the transit benefit program,

(2) identify the potential causes of any fraud or abuse we detected, and
(3) estimate the magnitude of fraud and abuse in the National Capital
Region during 2006.

To conduct our work, we investigated allegations of Internet sales of
transit benefits by federal employees in the National Capital Region. We
confirmed selected sellers’ federal employment status in consultation with
federal IGs or offices of investigation and through Internet payment
records. We interviewed a nonrepresentative selection of the sellers,
examined their transit benefit applications, and prepared case studies
detailing our findings. To determine whether other individuals at the
sellers’ employing agencies were fraudulently using their benefits, we data
mined a nonrepresentative selection of transit benefit records, compared
employee home and work addresses, conducted further interviews, and
prepared additional case studies. To identify the potential causes of the
fraud and abuse we detected, we reviewed the written transit policies and
procedures at all the case study individuals’ employing agencies. While we
were unable to develop a precise estimate of the magnitude of the
potentially fraudulent transit benefits claims made by federal employees in

“Treasuxy Inspector General for Tax Admini ion, The A jnis fon of the Public
Transportation Subsidy Program Can Be Improved, 2006-10-062, March 2006; Federal
Communications Commission Office of the Inspector General, Report on Audit of the FCC'
Transit Benefit Program, 04-AUD-02-02, September 27, 2004; National Archives and
Records Administration Office of the Inspector General, Audit of NARA's Transit Benefit
Program, Audit# 04-07, March 31, 2004; Department of Defense Office of the Inspector
General, Financial Management: Alfegations Concerning Controls Over DoD Transit
Subsidies Within the National Capital Region, D-2004-009, October 14, 2003; U.S.
Government Printing Office of the Inspector General, Report on Improving Controfs over
the Administering of GPO's Transit Benefit (Metrochek) Program, 03-07-156, September 30,
2003,

Page 3 GAO-07-724T
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the National Capital Region, we used available data to develop an order of
magnitude estimate, Specifically, we analyzed limited data from the case
study individuals’ employing agencies and records from the National
Finance Center. For more information on the data used to develop our
calculations, see appendix 1. It is important to note that we did not
conduct a comprehensive audit of the federal transit benefits program.
Rather, our investigation of allegations concerning individuals selling their
benefits over the Internet led us to conduct limited investigations at
specific agencies. Although we conducted corrective actions concerning
our investigative findings with these agencies, as discussed later in this
testimony, we are not issuing recommendations. We conducted our
investigative work in accordance with standards prescribed by the
President’s Council on Integrity and Efficiency and conducted our audit
work in accordance with generally accepted government auditing
standards and conducted.

Summary

Our investigation confirmed allegations that federal employees in the
National Capital Region comunitted fraud by deliberately requesting
benefits they are not entitled to and then selling or using these benefits for
personal gain.” These employees could be subject to prosecution for
unlawful conversion under 18 U.S8.C. §641. In addition, because the
employees we investigated signed certifications® stating that they will only
use their transit benefits to cover actual out-of-pocket commuting costs,
they could be subject to criminal prosecution under the False Statements
Act, 18 U.S.C. §1001. As described below, our case studies demonstrate
abusive and potentially fraudulent activity by individuals employed at the
Departments of Commerce, Transportation, State, Homeland Security,
Defense, and the Treasury and at the Internal Revenue Service (IRS), the
Patent and Trademark Office, and the U.S. Coast Guard.*

" The Association of Certified Fraud Examiners defines occupational fraud as “the use of
one's occupation for personal enrichment through the deliberate misuse or misapplication
of the emp 2 ization's or assets.”

® As discussed later in this testimony, four Transportation emp who we i igated
claimed that they did notsign transit benefit certifications.

¥ IRS, Patent and Trademark, and the Coast Guard are subcomponents of Treasury,
C i; d

e, and He land Security, respectively, but we i them
because they administer their transit benefits programs separately.

Page 4 GAQ-07-724T
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» After investigating just 3 days of sales on the Internet auction site eBay,
we identified 58 individuals selling Metrocheks," selected 20 for
investigation, and determined that these 20 were in fact federal
employees. Collectively, these 20 federal exaployees have fraudulently
sold more than $21,000 worth of Metrocheks on eBay over the past 2
years. In subsequent interviews with 13 of the 20 eBay sellers, we found
cases where federal employees received parking benefits in addition to
Metrocheks, were on extended leave from work, or did not even use
public transportation to commute to work. One GS-14 information
technology specialist for IRS drove to work, parked for free in agency-
provided parking, and was still able to collect $105 per month in transit
benefits——most of which he sold on eBay. In addition, none of the 13
individuals we interviewed reported income earned from Metrochek
sales on their federal tax returns,

« Posing as buyers, our investigators purchased $840 worth of benefits
from three federal employees fraudulently selling their Metrocheks on
Craigslist, a popular cc ity Web site. For example, one of our
investigators purchased $420 worth of Metrocheks for $350 from an Air
Force captain who advertised on the site. The captain corresponded
with our investigator using his military e-mail address and told our
investigator that he would show up at the designated meeting spot in
his “Air Force service dress uniform.” Our investigator tried to get the
captain to sell him the benefits for less money, but the captain refused
and told our investigator that his wife had gotten angry at him for
accepting less than the agreed-upon fee the last time he sold his transit
benefits. After our investigator corapleted the purchase, the captain
explained that he usually “slugs” (i.e., rides for free with another driver,
thus incurring no cormmuting costs) to work and therefore does not use
his transit benefits. He indicated that this was not the first time he had
sold his benefits and he offered to enter into an ongoing “partnership”
with our investigator to sell his benefits on a quarterly basis.

+ Further investigation at the agencies where the eBay and Craigslist
sellers worked also demonstrated that federal employees are not using
their transit benefits to cover actual out-of-pocket commuting costs.
Through data mining of information submitted on transit benefit
records, we found many employees who appeared to provide
inaccurate and inflated cormuting cost information on their transit
benefit applications and we developed case studies on 23 of these

¥ This number incl individuals identified by the subcg

Page 5 GAQ-07-724T
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individuals. Specifically, based on a comparison of their home and
work addresses, these 23 individuals claimed more benefits than they
needed to commute to work. During our interviews, 11 admitted to
deliberately falsifying their applications in order to obtain excess
transit benefits for personal use. One GS-11 associate director at
Transportation admitted to claiming the maximum transit benefit of
$105 per month when his actual commuting cost was only $54 per
month. This individual, who received his benefits on a SmarTrip card
under the SmartBenefits program, admitted to using the excess $51 per
month for personal travel.

+ Although our objective was to investigate allegations related to federal
employees, our data mining revealed other troubling information
related to the abuse of the transit benefit program by nonfederal
employees. For example, we identified 28 individuals who have
received transit benefits from federal agencies even though they do not
appear to work for these agencies, 9 individuals who separated from
the agencies but did not return their unused benefits, and 4 former
federal employees who continued to receive benefits after leaving their
respective agencies. For example, one Commerce employee left the
department in 2001, but records indicate that Cormmerce mailed her
$65 per month in transit benefits until she moved to a new address in
2006.

Weaknesses in the design of program controls at Coramerce,
Transportation, State, Homeland Security, Defense, Treasury, IRS, Patent
and Trademark, and the Coast Guard can be associated with the
fraudulent and abusive activity we identified. Each of these agencies has
its own process for management and oversight; there are no
governmentwide policies or standards establishing internal controls for
the federal transit benefits program. Although we did not conduct a
comprehensive review of each agency’s controls, the results from
investigations illustrate flaws in the design of the controls. For example,
we developed case studies on four employees who admitted that they
continued to receive transit benefits even though they were on extended
absences from work. However, none of the agencies adjust benefits
because of leave or travel. In addition, we developed case studies ontwo
employees who admitted that they receive both parking and transit
benefits, but only three agencies established control procedures intended
to ensure that transit benefit recipients were not also receiving parking
benefits.

Page 6 GAD-07-7247
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Finally, using transit benefits records from seven of the nine agencies"
reviewed, we determined that the amount of potentially fraudulent transit
benefits claimed during 2006 in the National Capital Region was at least
$17 million and likely more. This fraudulent amount could be millions
more if a similar magnitude of frand exists in the dozens of agencies we
did not review, or if the other types of fraud we identified in this
investigation could be quantified.

Case Studies Illustrate
Fraudulent and
Abusive Activity
Associated with
Federal Transit
Benefit Program

Despite signing certifications stating that they will only use their fransit
benefits to cover actual out-of-pocket commuting costs, federal employees
in the National Capital Region are committing fraud or violating the False
Statements Act™ by requesting benefits they do not need and then selling
or using these benefits for personal gain. Specifically, we developed case
studies on individuals employed at Commerce, Transportation, State,
Homeland Security, Defense, Treasury, IRS, Patent and Trademark, and
the Coast Guard." These case studies illustrate how federal employees
fraudulently sold Metrocheks on eBay and Craigslist. Our case studies also
illustrate how federal employees requested benefits in excess of their
actual commuting costs, based on a comparison of their home and work
addresses. In addition, during the course of our investigative work, we
found evidence indicating that a number of individuals are in possession of
federal transit benefits even though these individuals do not appear to
work for the federal government.

Federal Employees Must
Certify That They Are
Eligible for Benefits and
Will Not Sell Benefits or
Overstate Commuting
Costs

Employees at all of the agencies at which we conducted our investigative
work are required to sign a certification statement as part of the transit
benefit application process. As shown in figure 2, this certification
typically confirms that the employee is eligible for benefits, will not sell or
transfer the benefits, and is not requesting more than the needed amount
of benefits. Some certifications also require employees to confirm that
they do not have federally subsidized parking permits. In addition, the
applications contain a false statement warning to inform employees that
any false, fictitious, or fraudulent statements on their signed applications
and may subject them to criminal prosecution.

" Commerce, Transportation, Horaeland Security, Defense, Treasury, IRS and the Coast
Guard.

¥ 18US.C §1001.
" IRS, Patent and Trademark, and the Coast Guard are subcomponents of Treasury,

Commerce, and Homeland Security, respectively, but we investigated them separately
because they administer their transit benefits programs separately.

Page 7 GAO-07-724T
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Figure 2: Examples of Transit Benefit Certifications and False Statement

Warning

HTA) 3 S
&) Federal transit benefit certification statements

False Statement Warning

Al transit benefit applications contain a false statement warming,
WARNING: This certification concemns a matter with the jurisdiction of an
agency of the United States and making a false, fictitious, or fraudalent
certification may tender the maker subject to criminal prosecution under
Title 18, United States Codo, Section 1061, Civit Penalty Action, providing
for administrative recoveries of up to $16,000 per violation, and/or agency
disciplinary actions up to and including dismissal,

of emy at i?
Alt employees are asked to centify that they are employed by the organization
which provides transit benefits,
“1 ceqiify that | am a (name of federal agency) employee.”

Statement of eligibility/Warning against transfer or sale

Al employees are asked to certify that they are eligibie for benefits and will not

transfer or sell benefits,
“1 hereby certify that T am eligible for a transit subsidy for use on
public teansportation, am obtaining it as my primary means of
commuting 10 and/or from work, and will not transfer, give, selt, or
trade it 1o anyone eise.”

Statement of aceurate benefit amount
All employees are asked 1o certify that the benefits that they receive do not
exceed the communting costs they incur
“I ¢estify that the monthly transit benefit ] am receiving does not exceed
my montbly commuting cost,”

Statement of commating costs
All employees are asked to certify the amount of monthly commuting costs
incurted.
“I certify that | usually spend §
commute to asd from work.”

PER MONTH for my

Other statements

Some employees may certify these statements:
I am not named on a federally subsidized workplace-parking permit.”
“If I cease to use public transportation on & regular basis, I will notify
the administrator of the program ne fater than § days after the change...”

Federat employee's signature
Signature

)
J

o

“...making a false, fictitious, or fraudulent
certification may render the maker subject to
criminal prosecution under Title 18, United
States Code, Section 1001...”

“T hereby certify that L...will not transfer,
give, sell, or trade it to anyone else.”

“I certify that the monthly transit benefit I
am receiving does not exceed my monthly
commuting cost.”

Bource Federal agencies
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If requesting SmartBenefits, employees must provide the serial number of
their WMATA-issued SmarTrip card so that their benefits can be directly
deposited to the card. If employees receive paper Metrocheks, they are
required to sign another document when they pick up the Metrocheks.
This form reiterates that the employee will not sell or transfer the
Metrocheks and will not claim excess benefits. In addition, as shown in
figare 1, Metrocheks are labeled with a warning indicating that they may
only be issued to *qualified” employees and that resale is illegal. SmarTrip
Cards feature a similar warning.

Case Studies [Hustrate
Fraudulent Sale of
Metrocheks on eBay

We identified 58 individuals” selling Metrocheks on eBay on July 24,
August 7, and August 23, 2006, and confirmed that at least 20 of these
individuals were in fact federal employees. Collectively, these 20
employees fraudulently sold more than $21,000 worth of Metrocheks over
the last 2 years and could be subject to prosecution for unlawful
conversion under 18 U.S.C. §641. In addition, because the employees we
investigated signed certifications” stating that they will only use their
transit benefits to cover actual out-of-pocket commuting costs, they could
be subject to criminal prosecution under the False Statements Act, 18
U.5.C §1001. In subsequent interviews with 13 of the 20 eBay sellers, we
found instances where federal employees received parking benefits in
addition to Metrocheks, were on extended leave from work, or did not
even use public transportation to commute to work. In addition, none of
the individuals we interviewed reported the income generated from the
illegal sale of Metrocheks on their tax returns and they would be required
to report these sales as part of their gross income. Table 1 highlights the
information we obtained on 8 of these individuals through eBay, PayPal
(an Internet payment service), and our interviews. More detailed
information on 4 of the cases follows the table. For a list of all 20 federal
employees selling Metrocheks on eBay, see appendix II.

" This number includes individuals identified by the subcommittee.

** As discussed later in this testimony, four Transportation employees who we investigated
claimed that they did not sign transit benefit certifications.
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Table 1: Case ies of Federal y Who Fr Sold Metrocheks on eBay
Seller's
employing Salary Number of sales over Face value of
Case agency level the past 2 years Metrocheks sold Case details
1 Transportation  GS-14 12 $1,080 Does not always use public transportation
2 Treasury GS-14 [ 1,380 Does not always use public transportation
3 IRS* G8-14 3 930 Receives parking benefits
4 [elc}] GS8-12 3 800 Uses public transportation, but claims more
benefits than needed for commute to work
5 Transportation  GS-14 8 789 Received benefits while on maternity leave
6 State GS-12 10 1,800 Received benefits while on travel; does not
always use public transportation
7 Defense E-6 61 6,000 Do not always use public transportation
4 Detense GS-7
Source GAC.
“IRS administers its own transit program and has different for t and

than Treasury as a whole.

*The Coast Guard administers its own transit program and has different processes for management
and oversight than Homeland Security as a whole.

‘Cases 7 and 8 are a married couple selling their Metroheks from the same eBay account. See details
below.

Case 1: Seller has been employed as a GS-14 specialist at Transportation’s
Federal Motor Carrier Safety Administration since 1990. Seller has
received the maximum amount of transit benefits since he first entered the
transit benefit program in November 2004. Seller explained that he
accumulated excess benefits over time by using other means of
transportation to and from work, including “slugging,” riding with a
neighbor, and driving his motorcycle. Seller readily admitted to selling his
transit benefits on eBay on multiple occasions for personal gain (12 lots of
Metrocheks valued at a total of $1,080), but stated that he did not know it
was illegal to sell his transit benefits—despite the warning printed on
every Metrochek and the certification statement he signed on his
application and each time he picked up his benefits.

Case 3: Seller is a GS-14 information technology specialist and has been
employed by IRS since 2003. Seller has received the maximum amount of
transit benefits since he first entered the transit benefit program in
February 2004. Seller also receives parking benefits from IRS and
accumulated excess benefits over time by driving to work and parking in
an agency-owned parking space for free. Seller admitted to selling his
transit benefits on eBay for personal gain on multiple occasions (three lots
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of Metrocheks valued at a total of $930). Seller's eBay account history also
reflected the sale of computers, and after some questioning by
investigators, seller confessed that he had stolen numerous computers and
computer parts from IRS, which he subsequently sold on eBay. We
referred the case to the Treasury Inspector General for Tax
Administration. The employee has since been placed on administrative
leave indefinitely and without pay and was indicted for theft of
governument property on February 7, 2007.

Case B: Seller is a GS-14 attorney for the Federal Highway Administration
and has been employed at Transportation since 1990. Seller confirmed that
she has received the maximur benefit since first entering the program in
1999. She explained that she accumulated excess benefits in two ways:

(1) she continued to claim transit benefits while on maternity leave and
(2) she works from home at least 1 day a week. Although she has recently
been working from home more frequently, she still claims the maximum
benefit. Seller admitted to selling her transit benefits on eBay on muitiple
occasions (six lots of Metrocheks valued at a total of $789), but stated that
she did not know it was illegal to sell her transit benefits—despite the
warning printed on every Metrochek and the certification statement she
signed on her application and each time she picked up her benefits.

Cases 7 and 8: These sellers are a married couple both working for
Defense. The wife, an administrative leading petty officer, has been
receiving almost $100 per month since first entering the program in
Septeraber 2005. The husband, a financial technician, has been receiving
the maximum benefit since first entering the program in March 2003, Both
sellers acknowledged that they accumulated excess benefits over time by
driving to work. The husband admitted to selling his transit benefits on
eBay on multiple occasions (61 lots of Metrocheks valued at a total of
$6,000). The wife, although she admitted she used her transit benefit for
personal travel, denied selling her benefits on eBay. However, the names
of both spouses appear on the eBay account selling Metrocheks.

Investigations Show
Federal Employees
Fraudulently Sold
Metrocheks on Craigslist

Posing as buyers, our investigators purchased $840 worth of benefits from
three federal employees fraudulently selling their Metrocheks via
Craigslist, a popular community Web site. First, investigators purchased
$210 worth of Metrocheks for $160 from a GS-12 State Department
employee who posted on the site. The seller also asked to be paid with
cash because she wanted to buy Christmas presents for her friends. After
purchasing the Metrocheks, investigators identified themselves as a
federal agents conducting investigation and reminded the seller that she
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had signed certifications stating that she would not sell transit benefits.
The seller insisted that she did not know it was illegal to sell benefits and
also stated that she was selling extra Metrocheks left over from a previous
government job. However, in e-mail correspondence prior to the sale, the
seller told one of our investigators that she would be able to sell him
benefits on a continuing basis, four times per year. We confirmed that she
receives $255 in Metrocheks four times a year from the State Department.

Investigators next purchased Metrocheks from an Air Force captain who

advertised on the site. The captain corresponded with our investigator
using his military e-mail address, as shown in figure 3.

Figure 3: E-mail Correspondence from Air Force Captain

<IN p<ntagon. af.mit>

Vit hoid alt $450 worth of MetroCheks for you at a price of $360.

1 did not bring them to work with me today. 'l bring them tomorrow. As far as the hand-off
goes, | have to be in the Reagon Building at 4:30 for a presentation. 1 should be done with
that at 5:00. 1 will go to the UEnfant Metro and then Metro to where you want to meet.

So, let’s meet between 5:15 and 5:30 at a Metro of your choosing tomorrow. 1 will be in iy Air
Force service dress uniform. itis the Air Farce's version of a business suit, but it has all the
awards and sverything on . You should be able to spot me pretty easily.

Source GAD

When our investigator arrived at the meeting spot, he told the captain that
he only had $350 and asked if that would be enough to purchase the entire
$450 worth of Metrocheks. The captain said no, and told our investigator
that his wife had gotten angry at him for accepting less than the agreed-
upon fee the last time he sold his transit benefits. Ultimately, our
investigator purchased $420 worth of benefits for $350. After the
exchange, the captain explained that he usually “slugs” to work and
therefore does not use his transit benefits. He also offered to enter into an
ongoing partnership with our investigator to sell his benefits on a quarterly
basis. Our investigator did not identify himself as a federal agent because
the Air Force Office of Special Investigations indicated that it would like
to continue to develop a case against this seller.

Finally, our investigator purchased $210 worth of Metrocheks for $190

from a former GS-11 international trade specialist with Commerce. This
employee resigned from Commerce on and then arranged to sell her
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benefits to our investigator one week later. After our investigator
purchased the Metrocheks, the seller explained that she was moving
overseas and would no longer be collecting benefits. She also explained
that she had typically walked to work at Commerce, so she did not really
need the benefits in the first place. Our investigator did not identify
himself as a federal agent because the IG at Commerce wanted to pursue
further action against this seller by withholding her final paycheck.

Other Investigative Case
Studies HNustrate How
Federal Employees Abuse
the Transit Benefit
Program

Further investigation at the agencies where the eBay and Craigslist sellers
worked also demonstrated that federal employees are not using their
transit benefits to cover actual out-of-pocket commuting costs. Through
data mining of information submitted on transit benefit applications, we
found many employees who appeared to provide inaccurate and inflated
commuting cost information on their transit benefit applications. We
developed case studies on 23 of these individuals. Specifically, based on a
comparison of their home and work addresses, these 23 individuals
claimed more benefits than they needed to commute to work, Eleven of
these individuals admitted to deliberately falsifying their applications in
order to obtain excess transit passes for personal use. Table 2 highlights
the information we obtained on 10 of these cases through our data mining
and interviews. More detailed information on 3 of the cases follows the
table. For a list of all 23 individuals, see appendix I1L.
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Table 2: Case dies of Federal ploy Providing | and f C ing Cost Information on Their
Applications
Applicant’s employing Excess benefits

Case  agency Salary level claimed per year Case details

1 Commerce G8-5 $480 Hefused to tell investigators what excess benefits
were used for

2 IRS GS-13 612 Used benefits for parsonal travel

3 Treasury Gs-8 660 Purchased transit tokens for son; soid benefits to
contractors and friends

4 Treasury GS-14 540 Gave benefits to visiting friends

5 Transportation GS8-13 444 Stored excess benefits at home

6 Transportation Gs-11 612 Used benefits for personal travel

7 Defense Not available 660 Used benefits for personal travel; received parking
benefits

8 Defense Not avafiable 660 Used benefits to pay for transportation of her
children to daycare

9 Coast Guard GS-9 228 Gave benefits to family and friends; used benefits
for personal travel; accumulated excess benefits
during extended absences from work

10 Homeland Security Not available 228 Refused to tell investigators what excess benefits
were used for

Source GAD.

Case 3: Employee is a GS-8 secretary at Treasury. She has participated in
the transit benefits program since September 2000 and admitted to
knowingly providing false information on her transit benefit application by
claiming the maximum benefit of $105 per month when her actual
commuting cost is $50 per month. As provided on the application signed
by the employee, this false statement may constitute a violation of 18
U.S.C §1001 and renders the eraployee subject to criminal prosecution.
She further admitted to using her $55 in excess Metrocheks each month to
purchase transit tokens for her son to use to travel to school. Employee
also admitted to selling her excess benefits to Treasury contractors (who
are not eligible to receive federal transit benefits) and to friends in her
community. Employee stated that she deliberately overestimated the
amount of money she needed to commute to and from work on her transit
benefit application in order to have excess benefits to sell to friends.

Case 4: Employee is a GS-14 deputy director at Treasury. Employee has
participated in the transit benefits program since 2003 and admitted to

knowingly providing false information on his transit benefit application by
claiming the maxirmum benefit of $105 per month when his actual
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commuting cost is $60 per month. As provided on the application signed
by the employee, this false staternent may constitute a violation of 18
U.5.C §1001 and renders the employee subject to criminal prosecution.
Employee stated that he distributed some of his excess Metrocheks to
friends visiting Washington D.C.

Case 9: Emiployee is a GS-9 working in the Health and Safety Division at
the Coast Guard. Employee has participated in the transit benefits
program since 1896 and admitted to knowingly providing false information
on her transit benefit application by claiming the maximum benefit of $105
per month when her actual commuting cost is $86 per month. She also
admitted that she accumulated excess benefits by continuing to receive
benefits even though she has been taking extended amounts of leave, As
provided on the application signed by the employee, this false statement
may constitute a violation of 18 U.8.C §1001 and renders the employee
subject to criminal prosecution. She also acknowledged that she
intentionally abused her benefits by using them for personal travel and
distributing them to her sister and friends.

Nonfederal Employees in
Possession of Transit
Benefits

Although our objective was to investigate allegations related to federal
employees, our data mining revealed other troubling information related
to the abuse of the transit benefit program by nonfederal employees.
Specifically, through our data-mining efforts, we were able to identify
employees at Commerce, Coast Guard, Treasury, IRS, and Homeland
Security who may have collected transit benefits even though they did not
currently work for the federal government. We requested additional
identification information on these individuals from the agencies and
subsequently found 28 individuals who have received transit benefits even
though they do not appear to work for the agencies, 9 individuals who left
their agencies but did not return their unused benefits, and 4 former
federal employees who continued to receive benefits after leaving their
respective agencies.

+ Commerce confirmed that one of the individuals we identified
continued to receive transit benefits after separating from the agency.
Records indicate that this employee left the department in 2001, but
Commerce continued to mail her $65 per month in benefits until she
moved to a new address in 2006. Commerce also confirmed that three
of the other individuals we identified separated from the agency, but
did not return their unused transit benefits. For example, one
Commerce employee picked up $300 worth of benefits on July 3, 2006,
and then left the agency on July 5, 2006.
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» The Coast Guard confirmed that one employee we identified picked up
transit benefits after separating from the agency. In addition, one of the
individuals we asked the Coast Guard to identify has never worked
there; the agency could find no employment records on this individual
even though he picked up transit benefits under Coast Guard’s transit
program.

¢+ Treasury confirmed that one employee we identified picked up benefits
at least five times after separating from the agency. In addition,
Treasury confirmed that another employee picked up benefits and then
separated from the agency the very next day, and another picked up
benefits and left the agency 9 days later. Neither of these individuals
returned any of their unused benefits to Treasury. Finally, 25 of the
individuals we asked Treasury to identify have never worked there; the
agency could find no employment records on these individuals even
though they picked up transit benefits under Treasury’s transit
program.

+ IRS confirmed that four of the employees we identified picked up
benefits and left the agency shortly thereafter without returning
benefits. For example, one employee picked up the $315 worth of
benefits on July 6, 2006, and then left the agency on August 4, 2006, In
addition, one of the individuals we asked IRS to identify has never
worked for IRS; the agency could find no employment records on this
individual even though he picked up transit benefits under IRS’s transit
program.

+ We did not receive a response from Homeland Security by the close of
our investigation.

Weaknesses in
Program Controls
May Contribute to
Fraud and Abuse

Weaknesses in the design of program controls at Commerce,
Transportation, State, Homeland Security, Defense, Treasury, IRS, Patent
and Trademark, and the Coast Guard can be associated with the
frandulent and abusive activity we identified. Each of these agencies has
its own process for management and oversight; there are no
governmentwide policies or standards establishing internal controls for
the federal transit benefit program. Although we did not conduct a
comprehensive review of each agency’s controls, the results from our
interviews and data mining illustrate flaws in the design of the controls,
Figure 4 details the critical elements included in each agency's written
policies and procedures.
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Figure 4; Comparison of Written Transit Benefit Program Controls
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Note: State, in its p » indi that supervisors have the option of requesting additional
information from employees to venfy their commuting costs {but this is not a requirement}. Defense,
in ts protocols, indicates that component agencies should set up offices to establish and implement
internal controls, but we did nat receive any documentation indicating that these offices were set up
or that internal control procedures were set at the component-agency fevel.

The following are examples of our investigative findings illustrating
weaknesses in the design of agencies’ transit benefit controls.
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We interviewed 23 individuals who provided inaccurate corrnuting costs
on their applications, based on a comparison of their home and work
addresses. However, none of the agencies had written policies in place at
the time of our review requiring an approving official to verify that
employees provided accurate commuting costs. Transportation, Treasury,
State, and Defense do not even require employees to provide their home
addresses on their applications, which may make it even more difficult to
determine whether commuting costs are valid. Furthermore, only three
agencies (IRS, Commerce, and Patent and Trademark) require employees
to provide a commuting cost breakdown to demonstrate that they are
entitled to the benefits they are requesting,

Four employees admitted to us that they continued to receive transit
benefits even though they were on extended absences from work.
However, none of the agencies use information that employees provide in
the normal course of working for the goverr t~—such as changes of
address on their W-2 forms, taking annual leave, or traveling on business—
to adjust benefits because of leave or travel. In addition, only three
agencies (Transportation, IRS, and State) have an approving official
review employees’ eligibility to receive benefits.

Two employees admitted to us that they received both parking and transit
benefits, but only three agencies (Transportation, Homeland Security, and
Defense) had a process in place to ensure that transit benefit recipients
were not also receiving parking benefits.

We identified four former federal employees who continued to receive
iransit benefits even after they left their agencies. However, only two
agencies (Transportation and IRS) ensure that employees who leave the
agencies are removed from the transit benefits distribution list,

We found 28 individuals who have received transit benefits from federal
agencies even though they do not appear to work for these agencies.
However, only three agencies (Transportation, IRS, and State) verify
employee eligibility.

As discussed earlier in this testimony, figure 4 shows that all the agencies
required applicants to sign a written certification stating that they are
eligible to participate in the transit benefits program, that they do not
receive parking benefits, and that their transit benefits will be used for
their work commute only. However, during the course our investigations,
we interviewed four employees at Transportation who all claimed that
they were only asked to provide an oral estimate of their commuting costs.
None of the employees recall filling out or signing an application form. We
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asked Transportation to provide us with copies of these applications in
order to validate the employees’ claims. In response, the department
provided us with electronic copies of the applications in question, but
these applications do not contain employee signatures.

Federal Employees
Likely Made More
than $17 Million in
Potentially Fraudulent
Transit Benefit Claims

Using limited employee data and transit benefit records, we determined
that the amount of potentially fraudulently transit benefits claimed during
2006 in the National Capital Region was at least $17 million and likely
millions more. This magnitude is based on the roughly $70 million in
transit benefits claimed by employees at Commerce, Transportation,
Homeland Security, Defense, Treasury, IRS, and the Coast Guard.” The
total amount of fraud could be millions more if a similar magnitude of
fraud exists in the dozens of agencies that we did not review, or if the
other types of fraud GAO identified in this investigation could be
quantified.

Our investigations and audit work revealed that many of the employees at
these seven agencies provided inaccurate commuting cost information on
their transit benefit applications, We determined this by examining transit
benefit data for about 4,000 individuals working at the headquarters
offices of these seven agencies and claiming roughly $4 million worth of
benefits. Specifically, we identified a set of zip codes for each of the seven
agency headguarters buildings and found that employees living within
these zip codes could not legitimately claim the maxiraum allowable
benefit of $105 per month, no matter what combination of Metrobus and
Metrorail they used to commute to their places of employment. Based on
this analysis, we determined that the 4,000 individuals we examined were
not entitled to the maximum transit benefit amount. However, we found
that hundreds of these individuals did in fact request this maximum
amount, claiming more benefits than they needed to commute to work.
Although these individuals may have been eligible for a portion of the
transit benefits they requested, their applications should not have been
approved because they signed certifications stating that they would not
request benefits in excess of their monthly commuting costs (see figure 2).
As provided on the applications submitted by these employees, such
overstated requests constitute a potential violation of the False Statements

*® We could not include State or Patent and Trademark in this part of the investigation for
the following reasons: (1) State does not provide adequate data to either Transportation or
the National Finance Cenfer databases and (2) Patent and Traderark does not use
Transportation to administer its transit benefit program.
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Act, 18 U.S.C. §1001. Because of these overstatements, we found that

$1 million of the transit benefits that these individuals claimed were
potentially fraudulent. This $1 million represented about 25 percent of the
$4 million claimed by the 4,000 individuals we examined at these seven
agencies. We then applied this fraudulent claim rate to the roughly $70
million claimed by employees participating in the transit benefits program
at the seven agencies in the National Capital Region during 2006.

Based on this collective audit and investigative work, we found that
employees at the seven agencies could have made fraudulent claims
totaling more than $17 million. Given the number of agencies not covered
by our analysis, it is likely that this amount is significantly understated and
could be millions more. In particular, the $17 million in potentially
fraudulent claims does not include the other agencies that contract with
Transportation for distribution or the agencies that administer their own
transit benefits programs. Moreover, this order of magnitude only includes
individuals who work at the headquarters offices of the aforementioned
seven agencies and who claimed the maxirum benefit per month. It does
not include individuals who work at offices other than headquarters or
who have potentially made fraudulent claims for less than the maximum
amount. The order of magnitude also excludes many of the other types of
fraud and abuse we reported in our case studies, such as individuals who
claim benefits but do not use them because they use agency parking or
“slug” to work, or individuals who received federal transit benefits even
though they do not work for the federal government. For more
information on the data used to develop our calculations, see appendix .

Corrective Actions

During the course of investigation, we communicated the results of our
work to the IGs and/or the offices of special investigation at Commerce,
Transportation, State, Homeland Security, Defense, Treasury, IRS, Patent
and Trademark, and the Coast Guard. At the close of our investigation, we
referred the individuals we identified as fraudulently selling Metrocheks
on eBay and Craigslist to the appropriate agency IG and/or office of
investigation for criminal and/or administrative action. We similarly
referred the individuals who provided inaccurate and inflated commuting
cost information on their applications, the individuals who have received
transit benefits from federal agencies even though they do not appear to
work for the agencies, the individuals who left their agencies but did not
return their unused benefits, and the former federal employees who
continued to received benefits after leaving their respective agencies. In
addition, we held corrective action briefings on April 4, April 17, and April
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18, 2007, to provide the agencies with an overview of our investigation and
our findings.

Conclusion

WMATA now plans to eliminate the Metrochek program and offer only
SmartBenefits by January 2008. Because SmartBenefits are less negotiable
than paper Metrocheks, this action may stop some federal employees from
fraudulently selling their transit benefits. But a switch to SmartBenefits
will not prevent the other types of fraud and abuse we identified. As
shown by our investigation, federal erployees have taken advantage of
the lack of effective management, oversight, and control of the program.
For example, unless commuting costs are verified, employees may still
request and receive more benefits than they need. Moreover, as
demonstrated by individuals we interviewed who adruitted to deliberately
falsifying their applications for benefits, federal workers can comruit
transit benefit fraud without suffering any adverse consequences,
Agencies should take aggressive actions against employees who we
identified as committing fraud, and look to put reasonable controls in
place that can minimize fraud and abuse in this program.

Mr. Chairman and members of the subcommittee, this concludes my
statement. I would be pleased to answer any questions that you or other
rembers of the subcommittee may have at this time.
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Appendix I: Potential Magnitude of
Fraudulent Claims

To provide an order of magnitude of the employees fraudulently claiming
transit benefits within the National Capital Region, we identified a
selection of federal employees who met a specific set of criteria and
evaluated the validity of their transit benefit application data. First, we
narrowed our scope to seven agencies—Commerce, Treasury, IRS,
Defense, Homeland Security, Coast Guard, and Transportation—where we
identified employees selling their transit benefits on the Internet and for
whom we had sufficient data.'! We further narrowed our scope by liriting
our analysis to federal employees working at the headquarters buildings of
these seven agencies. We then identified a set of zip codes for each of the
seven agency headquarters buildings. Employees living within these zip
codes could not legitimately claim the maximum allowable benefit of $105
per month, no matter what combination of Metrobus and Metrorail they
used to commute to their places of employment. We identified
approximately 4,000 federal employees at the seven agencies that lived
within these zip codes, and determined that approximately 19 percent of
them may have fraudulently claimed the maximum benefit by providing
false statements on their applications in viclation of 18 U.S.C. § 1001.
These potentially fraudulent claims represent about 25 percent of the $4
million claimed by the total selection of 4,000 employees. We then applied
this fraudulent claim rate to the roughly $70 million clairaed by employees
Pparticipating in the transit benefit program at the seven agencies in the
National Capital Region during 2006 and determined that the possible
magnitude of potentially fraudulent transit benefit claims was more than
$17 million.

In this analysis, public transportation costs were calculated as the actual
costs incurred as a result of utilizing a combination of Metrobus and/or
Metrorail to commute to and from a place of employment. We used peak
fares (as opposed to nonpeak fares) for our calculations, because we
assumed that transit benefit participants were working during normal
business hours. We also assumed that the employees did not take any sick
or annual leave and worked at their headquarters offices five days per
week. In other words, we assumed that the employees did not have
alternative work schedules (i.e., they did not work four 10 hour days) and
they did not telecommute.

! We could not include State or Patent and Trademark in our analysis for the following
reasons: (1) State does not provide adequate data to either Transportation or the National
Finance Center databases and (2) Patent and Trademark does not use Transportation to
administer its transit benefit program.

Page 22 GAO-07-724T



59

We used information from the Department of Transportation (which is
responsible for administering the program for the selected agencies) and
the National Finance Center to identify employees from the seven selected
agencies whose homes of record are located within our defined area and
who were also claiming the maximum benefit. To confirm our conclusions
concerning these individuals, we tested a nonrepresentative selection of
our potentially fraudulent cases, identified their home address, and used
the Washington Metropolitan Area Transit Authority’s online Trip Planner
to determine the participant’s actual daily, and then monthly, public
transportation costs. We interviewed these participants and confirmed
that the individuals we selected were not entitled to the maximurm benefit.
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Appendix II: Federal Employees Fraudulently
Selling Metrocheks on eBay

The table below provides a complete listing of information on all the 20
eBay sellers we identified as federal employees. Note that we did not
interview sellers 14-20.

Table 3: Federal Employ Fi y Selling M ks on eBay
Number of
Seller’s employing . sales over the Face value of
Case agency Salary level past 2 years Metrocheks sold Case details
1 Transportation GS-14 12 $1,080 Does not always use public
transportation
2 Treasury GS-14 8 1,380 Does not always use pubtic
transportation
3 IRS* GS-14 3 930 Receives parking benefits
4 Coat Guard® Gs-12 3 900 Uses public transportation, but claims
more benefits than needed for
commute 1o work
5 Transportation G814 & 789 Received benetits while on maternity
leave
[ State G812 10 1,600 Received benefits while on travel; does
not always use public transporation
7 Defense® E-6 61 6,000 Does not always use pubfic
) [ GeF transportation
8 Commerce GS-14 11 420 Claims that Metrocheks sold on eBay
were purchased from a third party and
not obtained from the federal
government; we could not validate
these claims
10 Patent and GS-9 4 417 Recelived parking benefits in addition to
Trademark’ transit benefits
11 Defense E-6 8 2,370 Does not always use public
transportation
i2 Defense GS-12 12 1,080 Does not always use public
transportation
13 Patent and GS-7 1 400 Claims that Metrocheks sold on eBay
Trademark® were purchased from a third party and
not obtained from the federal
government; we couid not validate
these claims
14 Defense We did not obtain 2 230 We did not interview this seller
this information,
15 State We did not obtain 4 120 We did not interview this seler
this information.
16 Defense We did not obtain 7 825 We did not interview this seller

this information.
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Seller's employing

Number of

sales over the

Face value of

Case agency Salary level past 2 years Metrocheks sold Case details
17 Labor We did not obtain 10 1,180 We did not interview this seller
this information.
18 Defense We did not obtain 4 600 We did not interview this seller
this information,
19 Rg" We did not obtain 4 360 We did not interview this selfer
this information,
20 Defense We did not obtain 3 378 We did not interview this selter
this information,
Source’ GAQ.
RS administers its own transit program and has different p for and igh

than Treasury as a whole.

*Coast Guard administers its own transit program and has different processes for management and
oversight than Homeland Security as a whole.

“Cases 7 and 8 are a married couple seliing their Metrocheks from the same eBay account,

‘Patent and Trademark gdministers its own transit program and has different processes for
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Appendix III: Federal Employees Providing
Inaccurate Commuting Costs on Transit
Benefit Applications

Through data mining of information submitted on transit benefit
applications, we found many employees who appeared to provide
inaccurate and inflated commuting cost information on their transit
benefit applications. The following table provides a complete listing of the
23 individuals we interviewed.

Table 4: Federal Employees Providing Inaccurate and Inflated C g Cost Inf
Applicant’s Excess benefits

Case employing agency  Salary level  claimed per year Case details

1 Commerce GS-5 $480 Refused to tell investigators what excess benefits were used for

2 RS GS-13 612 Used benefits for personal travel

3 Treasury GS-8 660 Purchased transit tokens for son; sold benefits to contractors and
friends

4 Treasury GS-14 540 Gave benefits to visiting friends

5 Transportation GS8-13 444 Stored excess benefits at home

6 Transportation GS-11 812 Used bensfits for personal travel

7 Defense Not available 660 Used benefits for personal travel and received parking benefits

8 Defense Not available 660 Used benetits to pay for transportation of her children to daycare

] Coast Guard GS9 228 Gave benefits to family and friends; used benefits for personal
travel; accumulated excess benefits during extended absences
from work

10 Homeland Security Not available 228 Retused to tell investigators what excess benefits were used for

11 Commerce GS-9 228 Claimed to use a more expensive route to avoid traffic;
investigators could not confirm this explanation

12 Commerce GS-9 660 Claimed to use a more expensive route to avaid traffic;

investigators could not confirm this explanation

13 Commerce GS-8 228 Retused to tell investigators what excess banefits were used for
14 IRS G814 540 Used benefits to pay for parking;
15 IRS GS-12 240 Gave benefits to wife, daughter and girlfriend
16 RS GS-14 492 Refused to tell investigators what excess benefits were used for
17 Treasury Gs-11 492 Purchased transit tokens for daughter
18 Treasury GS-8 540 Gave benefits to friends and relatives
19 Treasury GS-14 612 Gave benefits to husband, siblings and daughter
20 Transportation GS-8 228 Used benefits for personal trave!
21 Transportation GS-6 324 Used benefits for personal trave!
22 Coast Guard GS-11 660 Used benefits to pay for parking
23 Coast Guard GS-6 60 Used benefits for personal travel
Source: GAO.

€192219) Page 26 GAO-07-724T
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Before
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Committee on Homeland Security and Governmental Affairs

United States Senate
April 24, 2007

Thank you, Mr. Chairman, Ranking Member Coleman, and members of the
Subcommittee for the opportunity to testify today on the Department of Transportation’s
role in implementing the Federal Transit Benefit Program. My statement today will
address both the Department's own participation in the transit benefit program as a
Federal agency and its role as the home agency for TRANServe, the organization
utilized by 108 Federal entities nationwide to obtain and manage the distribution of
transit benefit fare media.

Reducing Highway Congestion is a Priority for DOT

According to its 2003 study of 85 urban areas in the US, the Texas Transportation
Institute estimated that highway congestion is imposing a high cost on the national
economy. The study estimated that highway congestion causes 3.7 billion hours of
travel delays and potentially wastes $63 billion per year. For example, in the 10 most
congested areas, which include the National Capital Region, congestion has been
estimated to cost individual commuters between $850 and $1,600 in lost time and fuel
each year. To address this growing concern, last May, the Department of
Transportation announced the Bush Administration’s National Strategy to Reduce
Congestion on America’s Transportation Network, a comprehensive new national
initiative to reduce congestion across our entire transportation system. Increasing
transit ridership nationwide is an important component of the National Strategy for
reducing congestion. The Transit Benefit program is a proven means to help increase
the use of mass transit.

Background on the Transit Benefit Program

The program was established in 1991 when the Department’s Federal Transit
Administration (FTA) began pilot testing a transit benefit program, which provided up to
$21 per month in transit fare media to its employees. The Energy Policy Act of 1992
raised the monthly tax-free limit to $60 and linked the limit to changes in the Consumer
Price Index. The Federal Employees Clean Air Incentive Act, signed into law in 1993,
permanently authorized Federal participation in this program, resulting in its expansion
throughout the Department of Transportation and other Federal agencies. In April 2000,
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President Clinton signed Executive Order 13150, which sought to reduce Federal
employees’ contribution to traffic congestion and air poliution and expand their
commuting alternatives. The executive order called upon DOT, the Environmental
Protection Agency, and the Department of Energy to implement a nationwide pilot
program, and ascertain its effectiveness in reducing single occupancy vehicle travel and
local area traffic congestion. In a 2003 final report to the Office of Management and
Budget, DOT reported that the interagency group found transit benefits to be successful
in reducing Federal employees’ contribution to traffic congestion and air pollution, and
expanding their commuting altematives. The report estimated that the transit benefit
program resulted in over 15,000 fewer single occupancy vehicles on the roads of the
National Capital Region, saving over 8 million gallons of gasoline, and eliminating
emissions of almost 40,000 tons of carbon dioxide from the air, as well as reducing
other tailpipe emissions. In 2005, the Safe, Accountable, Flexible, Efficient,
Transportation Equity Act: A Legacy for Users (SAFETEA-LU) required Federal
agencies to implement transit benefit programs for all eligible employees in the National
Capital Region.

Today, participation in the transit benefit program has increased considerably, and its
impact on the National Capital Region, in terms of congestion mitigation and air quality
has grown. The transit benefit program’s importance is particularly evident when
considering specific transportation alternatives in the National Capital Region. For
example, the Virginia Railway Express (VRE), a growing commuter railroad serving the
National Capital Region relies on transit benefits for about 65 percent of its revenues.
With FY 2006 average daily ridership of nearly 15,000 people, Federal employees’
transit benefits used on VRE alone are responsible for removing a significant number of
motor vehicles off the highly-congested 1-95 and 1-66 corridors in Virginia.

Overall the Federal transit benefit program now has extensive participation in the
National Capital Region. Benefit recipients are eligible to receive a maximum of $110 of
fare media per month, with the amount received dependent on their actual mass transit
commuting costs. Many of the Federal agencies offering the transit benefit program are
utilizing the distribution services of the organization within DOT, known as TRANServe.

TRANServe Offers Transit Benefit Distribution Services

As the transit benefit program took shape in its early years, the Department of
Transportation decided that it would be most efficient to centralize the distribution
services for its operating administrations, rather than replicate the resources necessary
to obtain and safeguard fare media, and manage the distribution program. This
organization has evolved over the years, 1o offer transit benefit distribution services
nationwide, to organizations throughout the Federal government. It now distributes over
$200 million in cash equivalent fare media annually, servicing over 233,000 participants
employed by 108 Federal organizations nationwide. Within the National Capital Region,
during FY 2006, this organization distributed about $102 million in Federal transit
benefits to 81 Federal employer organizations and over 106,000 Federal employees.
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From the perspective of providing an efficient, economical means to distribute transit
benefits, TRANServe enables agencies to make use of a single established distribution
system, with extensive and effective internal controls over the receipt, maintenance, and
distribution of the fare media provided to Federal employees under the program. It
eliminates the need to establish multiple systems duplicating these functions at
agencies and individual offices throughout the country. it also offers some unique
advantages due to its size and experience. For example, transit operators in some
localities offer discounts for volume purchases of fare media, and these savings are
then passed on to the participating agencies. There is no mandate to make use of
TRANServe for transit benefit distribution, rather, each of the agencies now making use
of its services, including the Government Accountability Office (GAQ) and the US House
of Representatives, decided it was in their interest to use TRANServe for transit benefit
distribution. Participating agencies, TRANServe, and fransit benefit recipients all have
specific responsibilities to help ensure that the transit benefit program functions
effectively and that individuals participating in the program receive only the fare media
they are eligible for, and use it appropriately.

Participating Agency and TRANServe Responsibilities

TRANServe enters into a customer agreement with each of the Federal entities it
services. A sample customer agreement is shown in Attachment 1. The customer
agreement specifically states that TRANServe will order, purchase, verify, maintain, and
safeguard fare media prior to disbursing them to participants, and shall have full
responsibility for any fare media that is in its possession prior to disbursement. 1t also
states that it is the responsibility of the Customer (i.e., the participating Federal entity) fo
verify the eligibility of its employees to receive the transit benefits. This means that
participating agencies are responsible for identifying, determining the amount of
eligibility, and overseeing the participation of their employees in the transit benefit
program. Agency and TRANServe responsibilities are further reinforced in the monthly
activity statements provided to TRANServe customers, a sample of which is included in
Attachment 2. The key point is that TRANServe is only a distribution agent for providing
the fare media. Its role in distributing transit fare media is analogous to the role of the
four Federal payroll centers and agencies throughout the Federal government. In both
cases, the servicing organizations use data provided by agencies to make
disbursements, while the customer agency remains responsible for its internal controls
over its employees’ eligibility and the amount each receives.

DOT’s Implementation of the Transit Benefit Program

Inasmuch as the Department of Transportation is both a participant in the transit benefit
program and home to the TRANServe organization, we are seeking to maintain a
program with extensive participation and use of mass transit, in line with our strategic
goals for congestion reduction, while having effective and useful controls in place to
ensure the program accomplishes its intended results. Each time a transit benefit
recipient receives his or her fare media, the recipient is required to sign for it. On the
form, there is an explanation of general requirements for continued participation in the
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program and recipient responsibility. Because recipients may not take the time to read
the requirements on the signature form, in August 2006, TRANServe produced, and
began distributing to DOT recipients, the plain language reminder reproduced in
Attachment 3 to this testimony. With this action, TRANServe was seeking to help
ensure that transit benefit recipients are fully aware of the requirements associated with
their receipt and use of the fare media. TRANServe has also been seeking agreement
from the agencies it services to provide the plain language reminder to their recipients,
each time fare media is distributed. Thus far it has gained written agreement from 14
agencies who have agreed to use the plain language reminder.

DOT also believes that it is important to have current accurate information on transit
benefit recipient commuting costs, and last year initiated the first round of what is now
an annual recertification requirement. In order for DOT employees to continue receiving
transit benefits, they must recertify each year. Finally, to reduce program costs and
further improve internal controls, DOT is moving to require all of its employees in the
National Capital Region that receive transit benefits and use only the Metro system to
commute to work, to transition to the use of SmartCards®. These cards enable users to
download monthly benefits directly from Metro FareCard machines onto permanent
cards equipped with special microchips. TRANServe expects to achieve significant
reductions in its inventory needs and program costs, once the SmartCard® is fully
implemented. These SmartCards® also include a reminder on the back that transit
benefits downloaded to the cards are only for employees’ commute to work.

Making the System Work Better

Mr. Chairman, we recognize that it is in the best interest of the Federal government, the
taxpayer, and commuters in general to make the transit benefit program work as
effectively as possible. We are here today to express our commitment to the program
and to gain additional insight from this Committee and the GAO that could help to make
it work better. We have been coordinating with GAO in the ongoing investigation, and
we are concerned by the results we understand the GAO will be reporting here today.
As a result, we are working to ensure the Department of Transportation is prepared to
take swift and appropriate action to address any instances of wrongdoing by DOT'’s
benefit recipients. Furthermore, we have initially identified three areas that could benefit
from improvements -- participant education, internal controls, and administrative
remedies. | would like to take a moment to discuss each of these areas and identify
actions that are already underway.

Participant Education

Pretiminary indications from GAO relating to its ongoing investigation show that some of
the issues it has identified may be due to program participants who are not fully aware
of their responsibilities under the transit benefit program. There are a number of actions
now underway to address these issues. First, to ensure that there is no
misunderstanding by participating agencies with regard to their role in the program,
TRANServe is preparing to update all customer agreements to more extensively
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delineate the services provided by TRANServe, and those responsibilities that remain
with the customer agency.

To better educate transit benefit recipients, TRANServe will continue to distribute the
plain language written explanation of responsibilities and requirements. It intends to
make use of them at all distribution points, and expand acceptance to all its customers
in the near future. TRANServe is also considering new means to convey this message,
and is now experimenting with printing the warning on small envelopes, and inserting
the fare media in the envelopes, so that the message stays with the fare media.

TRANServe is also developing an electronic learning package that would be
implemented through the electronic Learning Management System or eLMS. This
package will initially be pilot tested with DOT employees and will reemphasize recipient
responsibilities, identify prohibited practices such as unauthorized use by ineligible
employees and inappropriate transfer of fare media. It will also enumerate the potential
penalties associated with inappropriate actions, which range from admonishment
through dismissal depending on the circumstances. We are working to incorporate this
tutorial through eLMS into DOT's on-line annual recertification process, so that it will be
necessary for recipients to complete the training course each year, before recertification
can occur.

Internal Controls

TRANServe recognizes that the fare media it distributes is a cash equivalent and has an
extensive system of internal controls that provide oversight for inventory maintenance
and distribution activities. This system has been independently reviewed by security
experts and auditors. TRANServe uses various types of internal controls that range
from weekly independent inventory counts to full quarterly audits to ensure effective
inventory control. Recently, TRANServe created an Internal Controls Officer position
which is specifically responsible for monitoring and reviewing the organization’s internal
controls and ensuring that all requirements are effectively fulfilled. In addition, the
Internal Controls Officer will design related training classes and materials to serve as a
resource for training TRANServe employees and DOT fransit benefit participants.
These training materials will be offered as a recommended resource to Federal entities
using TRANServe

Administrative Remedies

We believe that the vast majority of Federal employees who participate in the program
do so honestly, responsibly, and with integrity. With the implementation and increasing
deployment of TRANServe's efforts to ensure program participants are aware of the
restrictions on obtaining, and using the benefits provided, it is our hope to eliminate any
inappropriate use of the fare media. However, we recognize that there may be
individuals intent on using the system for their own personal gain at taxpayers’ expense.
We at DOT are prepared to deal firmly and expediently with any individual found to be
intentionally deceptive in obtaining more benefits than they are due, using them
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inappropriately, or selling the fare media. We await the final results of GAO’s
investigation, and any subsequent investigation undertaken by DOT's Office of
Inspector General, to determine whether there have been any instances of misuse or
misstatements made by DOT participants in the Transit Benefit Program. DOT will take
fast, appropriate, and meaningful action to address any wrongdoing identified. | have
already met with representatives from DOT’s Office of Human Resources and our Office
of General Counsel to discuss appropriate administrative penalties for proven instances
of misuse and have instructed them to act swiftly and decisively.

Conclusion

The Federal Transit Benefit program is an important tool to help address the congestion
and air pollution issues affecting the National Capital Region and cities across the
Nation. When implemented properly, it helps to get commuters out of their single
occupancy vehicles and onto mass transit, saving fuel while reducing congestion and air
pollution. DOT is pleased to make its TRANServe organization available to other
Federal agencies, to provide them with an effective and efficient means to distribute
transit benefits to their eligible employees. At the same time, DOT is dismayed fo learn
that some employees through either ignorance or avarice have made inappropriate use
of the privilege afforded by the transit benefit program. As described above,
TRANServe is already working to help ensure the program serves its intended purpose.
We also stand ready to work with your committee to take all appropriate measures,
within our authority, to make sure this program works as intended for the American
people.

| would be happy to answer any questions the committee may have.
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Attachment 1 — Sample TRANServe Customer Agreement (Highlight Added)

OST CUSTOMER AGREEMENT

AGREEMENT NUMBER

PARITIES TO THE AGREEME]

T

3. CUSTOMER CONTACT / BILLING ADDRESS

b. OST CONTACT/ ADDRESS

AGENCY: U.S. Department of Transportation
Attn: Cheri Johnson
Attn: M-71, Room 0327, P2 Level
ADDRESS: 400 7" Street, SW
‘Washington, D.C. 20590
Phone: Fax:
Phone: 202.366.1227 Fax: 202.493.2436
Email:

Email: cherijohnson@dot.gov

APPROPRIATION / ACCOUNT CODE COST ACCOUNT PROGRAM ELEMENT CODE
CHARGEABLE

14X4520000.2007.0000000000. 1103006000

EFFECTIVE DATE COST (ESTIMATED)

10/01/2006 — 09/30/2007

a. FY 2007 [ b. Amount §

DESCRIPTION OF SERVICES: This Customer Agreement between the XX [make sure to include agency and
any subagency] and the U.S. Department of Transportation (DOT) Office of the Secretary -Transportation Services
{TRANServe), is entered into under the following statutory authorities (please check all that apply):

The Administrative Working Capital Fund (49 U.S.C. 327) and/or [For Intra-agency agreements
within DOT)

X The Economy Act of 1932 as amended (31 U.8.C. 1535) {For Inter-agency agreements with agencies

other than DOT]}

TRANServe will provide disbursing agents to cover distribution hours agreed upon by the Customer and
TRANServe. A copy of the annual distribution schedule is attached for review and confirmation. In the regional
offices, fare media will be sent via courier to representatives designated by the Customer for distribution. Each
disbursing agent will be billed at $28.75 per hour for either mailing or on-site distribution. Estimated distribution
hours include preparation, balancing and travel time. All expenditures made on behalf of the Customer except for
distribution services (e.g., fare media, fare media voucher fees, shipping, travel costs, etc.) will be subject to the
4.95% financial management fee.

FUNDING / REPORTING: The DOT Office of the Secretary Working Capital Fund (DOT/OST-WCF) will take
an advance as required by 49 U.8.C. 327 “Administrative Working Capital Fund” not earlier than 30 days prior to
the commencement of each Federal fiscal quarter. Advances will be processed through the IPAC system. These
quarterly advances will be adjusted throughout the year as necessary. Actual monthly expenses will be applied to
the quarterly advance amounts, and the Customer will be provided account activity reports by the 25® of each month
detailing the amount applied to the estimated quarterly advance. DOT-OST Finance will also provide the
Customer’s point of contact, identified on this agreement, a copy of the account activity reports along with the SF-
1081s which document the TPAC payments. If an increased or decreased level of services is required, this
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agreement may be modified with the approval of both the Customer and OST. Changes may be made by a
medification to the original agreement with the signature of both parties. Estimated costs for the Customer’s transit
benefit program are shown on page two.

FULL COST RECOVERY: By law, both Economy Act agreements (31 USC 1535) and those authorized by
DOT’s WCF (49 USC 327) must achieve full cost recavery. Full cost recovery includes direct and indirect costs.
Further, neither statute permits DOT to receive a profit when providing goods or services. Accordingly, all
TRANServe agreements will correspond with the Federal Fiscal year. After each Fiscal Year has closed, DOT-OST
will determine the final financial Over / Under recovery for the TRANServe program. In accordance with the above
stated quote, a determination will be made whether to refund or collect additional funds from the Customer to
balance out the annuat program. TRANServe will monitor the financial status of the program throughout the year to
bring the final balance as close to zero as possible. This may result in rate adjustments during the year. TRANServe
will work with each Customer to keep program costs as low as possible while still providing the requested services.
CONTINUED ON PAGE 2:

OST FORM VER 1.9 WKAUTHO.FRP for Form Flow 1.1 (26 SEP 96) w/Customer Agreement
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Attachment 2 ~ Sample TRANServe Account Activity Statement (Highlight Added)

SAMPLE

TRANServe Account Activity Statement for NON-DOT AGENCY NAME

February, 2007

{This is not an official bill. Your servicing account office will receive the official bill within 30 days.)

APPROP CODE: 0000000000
ALC CODE: 0006000000000

03/22/2007-L
CUSTOMER ID: 07-TFC-0000000000-0000

BPAC NUMBER: 0000000000

FARE MEDIA BILLED: $XXX, XXX.
OTHER COSTS: $XX.
SHIPFING: $16.00

SUB TOTAL: $XXX, XXX,
FINANCIAL SERVICES FEE: XXX%
SUB TOTAL: $X,XXX.
DISTRIBUTION SERVICES FEE: $XX,XXX.
SUB TOTAL: $XXXXX.
CREDITS:

'FARE MEDIA(INDIVIDUAL): |

FARE MEDIA(BULK): oc I ADMIN CODE

TOTAL:
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Attachment 3 — Sample TRANServe Participant Reminder

Te All Transit Benefit Particlpants

Romindor: Evory time you pick-up Transit Benefits and sign the acoampanying
certification, you are legally bound 1o sbide by the terms of the ransit benelit program,

This includas cartifying that:

*  You are not named on & worksile parking permit at any Federal agency, nor
othensisg participating i a carpool.

. ?mmum'wmmsmwwwwwwmwm*m
will not transter the fare modia 1o anyone ¢ise,

*  The amount of transit benefits you recsive do not axcaed your sctual monthily
commuting cost by public transpartstion.

1t is a violation of law to provide false or fraudulent information to
obtain transit benefits, or to transfer or sell transit benefits,

The bonefits must only be used for your home to work transportation.
Any misuse of your transit benefits may be grounds for disciplinary
action up to and including dismissal, slong with clvil and criminal
penaltios and other criminal action.

Fyou have sny quastions about thess or any other sspects of the trsnsil bonefit program, contact
Tony Allen at 2023681398

10
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Chairman Levin, Senator Coleman, and distinguished members of the Committee:

Thank you for the opportunity to address the Federal Transit Benefit Program and its
implementation for Department of Defense personnel within the National Capital Region. Iam
the Director of Washington Headquarters Services and my organization is responsible for
administering the program in the National Capital Region for the Department of Defense. The

Military Services administer the program outside the National Capital Region.

Background.

As you are aware, Executive Order 13150, dated April 21, 2000 ordered Federal agencies
to implement a transportation fringe benefit program to qualified Federal employees. In
response to the Executive Order, the Department of Defense directed implementation of
transportation incentive programs for all Department of Defense personnel — active duty military,
reserve component personnel serving on active duty, and civilian employees, to include non-
appropriated fund personnel. Currently the transit subsidy program provides eligible employees
with fare media equal to their commuting costs, not to exceed $110 per month.

The Executive Order differentiates between employees working inside the National
Capital Region (NCR) and those outside the NCR with respect to the kind of transportation
incentives that must be offered by Federal agencies. However, as the largest Federal employer in
many metropolitan areas around the Nation, we believe that the Department of Defense (DoD)
should be a model employer and take appropriate action necessary to reduce the traffic
congestion and air pollution that affect so many areas. The same incentive is offered to all DoD
personnel regardless of location inside or outside the National Capital Region. The

Department’s policy for the Federal Transit Benefit Program requires DoD Components to
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develop and budget for a comprehensive program that implements the DoD transportation
incentive program for members/employees outside the National Capital Region. The policy also
requires each Component to appoint an Office of Primary Responsibility (OPR) to manage its
transportation incentives program. The program OPR is responsible for: (a) developing the
method for processing requests for participation; (b) making determinations of eligibility,
including performing a review of the application forms and certifying that applicants are eligible
to participate in the transportation incentives program; (c) purchasing and distributing the
transportation vouchers to eligible participants; (d) establishing internal controls for the program;
(e) revalidating employee information to ensure the accuracy of the information for program
execution; and (f) performing periodic reconciliation to ensure employee accounts are correct.

Washington Headquarters Services, a Field Activity of the Department of Defense,
administers the program in the National Capital Region through a partnership agreement with the
Department of Transportation. Under the terms of our agreement, we reimburse the Department
of Transportation for administrative and program services. Program administration provided by
the Department of Transportation includes processing employee applications, distributing the
fare media, maintaining records of DoD participants and their distribution history, and producing
detailed participation and cost reports,

The Department of Defense program in the National Capital Region included 34,000
participants at the end of fiscal year 2006. Benefits are distributed on a quarterly basis at
approximately 30 locations in the National Capital Region. The program cost for fiscal year
2006 was $35.9 million which includes administration and distribution fees equaling 5.1% of the
program costs. The transit subsidy benefit averaged approximately $83 per month per

participant.
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1 will now respond to the four areas identified in your letter inviting the Department to
testify.

Department of Defense program administration in the National Capital Region.

Transit subsidy program administration in the National Capital Region involves multiple
entities. Washington Headquarters Services has the responsibility to administer the program for
Department of Defense civilian employees and military service members in the National Capital
Region. To accomplish this, Washington Headquarters Services contracts with the Department
of Transportation to provide key program services. Of note among these administrative and
logistical services: Department of Transportation maintains the database of program participants,
acquires and distributes the fare media, and provides detailed reports used to account for and
validate participant eligibility and costs. Given the numerous military organizations in the
National Capital Region, referred to as DoD Components, while Washington Headquarters
Services provides overall program coordination we partner with and rely on the Components in
the implementation. Monthly reports provided by the Department of Transportation list current
program participants allowing the Components to verify eligibility and accuracy and to reconcile
and reimburse Washington Headquarters Services the costs for the participants from that

Component.
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Department of Defense program procedures and internal controls in the National Capital
Region.

To participate in the program, the first step in the process requires the employee to
complete a Department of Defense application, providing necessary information for the
Department of Transportation and in which employees self certify that: 1) they are employed by
the Department; 2) they do not have a Federally subsidized workplace parking permit (or that
they have relinquished the permit); 3) they are eligible for the benefit, will use it for their daily
commute, and will not transfer it to anyone else; 4) that the benefit they receive does not exceed
their monthly commuting costs; and 5) the amount claimed is an accurate estimated amount of
their monthly commuting cost (excluding parking). Prominently displayed on the application
form is notification that under Title 18, United States Code, Section 1001, making false,
fictitious, or fraudulent certification is subject to criminal prosecution, administrative recovery of
up to $10,000 per violation, and/or disciplinary action up to and including dismissal.

The next step is that each application is submitted to the Pentagon Force Protection
Agency for them to check the Pentagon parking database and ensure that the employee does not
possess a Pentagon parking permit, or is niot a member of a carpool arrangement that possesses a
Pentagon parking permit. If the employee is listed in the Pentagon parking database, the
applicant is notified that the parking permit must be relinquished prior to processing the
transportation incentive benefit. The Department of Transportation is also notified to flag its
system so that an individual in possession of a Pentagon parking permit cannot receive transit
benefits until the individual obtains a receipt for turn-in of the parking permit from the Pentagon
Force Protection Agency. Conversely, if an active transit benefit participant applies for a
Pentagon parking permit, a permit will not be issued until and unless the employee dis-enrolls

from the Federal Transit Benefit Program. The Pentagon parking database is refreshed daily
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with the names of current transit benefit enrollees to ensure that a parking permit is not issued
while the individual is enrolled in the transit benefit program. If the employee’s name is not
found in the Pentagon parking database, the application is “cleared” for enrollment in the transit
benefit program. The Department of Transportation retrieves and processes applications from
the Pentagon Parking Office daily, and enters them into their Department of Transportation
program participant database.

Following this, the individual participant may receive the fare media, on a quarterly basis,
at any of 30 locations in the National Capital Region. Department of Transportation agents
visually verify the employee’s Department of Defense identification card, ensure the employee is
listed in the Department of Transportation program participant database, and issue the fare
media. Before the benefit is distributed, the employee must again sign a certification affirming
that they are in compliance with the program eligibility requirements.

Lastly, the Department of Transportation provides a monthly report of all distributions
which we in turn send to the DoD Components for verification. The Component verifies the
active employment status, reconciles costs to be paid for its employees” participation, and then
reimburses the costs.

In 2003 the Department of Defense IG responded to a Defense Hotline allegation and
conducted an audit and reviewed the management controls of the Department of Defense transit
subsidy program in the National Capital Region. The audit found that controls in some
Components needed improvement, and specific recommendations were made to and accepted by
the Components. One aspect of the Hotline allegation involved the potential that employees
could receive fare media and then give them to family, sell them, etc. The report stated that
“although there is some risk that individuals could sell, give away, or transfer their transit

subsidy, we believe that implementing controls to prevent that type of misuse would not be cost-
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effective.” Though recommendations were not made concerning the Washington Headquarters
Services management of the program, we were able to View the final report and we did refine our
procedures.

Since we implemented the program in fiscal year 2001, from the thousands of individuals
participating during these years, there have been six incidents of impropriety that we are aware
of among our serviced Components. In these incidents, in addition to restitution to the
Government, resultant actions included letters of reprimand, notice of suspension, and
resignation in lieu of dismissal. There may be other incidents of personnel disciplinary action
taken within the various Components following audits and investigations of alleged abuse of

which we do not have visibility.

Who is responsible for ensuring the integrity of the Federal Transit Benefit Program.
Everyone involved is responsible for ensuring the integrity of programs. We are all
stewards of the resources entrusted to us.  The Federal Transit Benefit Program in the National
Capital Region is a large program with many dimensions. We are all responsible for
implementing efficient and effective controls, making reasoned checks on processes, and
ensuring proper response 1o any questionable activity.
Internal controls that should be implemented to address weaknesses identified by the
Government Accountability Office.
When the GAQ report is released, if there are weaknesses identified that are applicable to
the Department of Defense National Capital Region program, we will absolutely be proactive in
working with the DoD Components and the Department of Transportation to implement sound,

appropriate improvements.

Conclusion.

Again, thank you for the opportunity to discuss the Department of Defense
implementation of the Federal Transit Benefit Program in the National Capital Region. More
importantly, thank you for the support you provide to our men and women — military and

civilian, the deployed forces and those who support them. [ look forward to your questions.
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Chairman Levin, Ranking Member Coleman, and Members of the Subcommittee:

We are pleased to be here today to testify on opportunities to improve internal
controls over the Federal Transit Benefit Program. A foremost concern of all
participating agencies is maintaining the integrity of this important program and
ensuring that it remains free of employee fraud and abuse. Our testimony today is
based on our audit and investigative work regarding those issues.

The Government Accountability Office’s current work found weaknesses in transit
benefit programs at several agencies that make the Program susceptible to employee
abuse or fraud. Those findings underscore the need to review and improve internal
controls at all Federal agencies participating in the Program.

Mass transit plays an integral role in reducing traffic congestion and pollution and
improving the quality of life for the Nation’s workforce. In 1991, the Department of
Transportation (DOT) began actively encouraging its employees to take advantage of
these resources by becoming the first Federal agency to offer a monthly mass transit
subsidy of $21 for employees—creating the first Federal transit benefit program. By
1998, DOT had nearly 6,000 participants in the Program, and the maximum monthly
subsidy had increased to $65 per employee. DOT employees can now receive a
maximum monthly subsidy of up to $110.

Due to the success of the Federal Transit Benefit Program, President Clinton issued an
Executive Order in April 2000 mandating that all Federal agencies in the National
Capital Region provide incentives to their employees to use mass transit. Agencies
had until October 1, 2000, to comply with the order.

Due to the short, 6-month timeframe, many agencies chose to use the existing services
of the DOT Program’s transit office to administer the acquisition, safekeeping, and
distribution of transit benefits for their employees. Today, DOT facilitates the
distribution of about $205 million in annual benefits for 108 Federal organizations to
provide transit incentives to over 233,000 Federal employees nationwide. Within the
National Capital Region alone, DOT’s transit office facilitates distribution of
$102 million in annual benefits to over 106,000 Federal employees.

An important point, Mr. Chairman, is that while DOT provides support for other
agencies, it does not manage their transit benefit programs. Each agency is
responsible for ensuring the integrity of its own program and establishing appropriate
internal controls. For example, each participating agency is responsible for
determining the initial and ongoing eligibility of each participant and the monthly
subsidy that the participant qualifies for and for taking appropriate management
action to address instances of employee fraud or program abuse.
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As we have seen in other Federal programs, such as the Government Purchase Card
and Travel Card Programs, strengthening internal controls and increasing the role of
management are keys to improve accountability and prevent fraud and abuse. We see
the role of the Inspectors General in the Federal Transit Benefit Program as one of
oversight to ensure that internal controls are sufficient and that they are adhered to.

Today, I would like to discuss (1) the strengths and weaknesses of DOT’s internal
controls over its transit benefit program and (2) opportunities, as we see them, to
improve internal controls over the transit benefit programs at DOT and all
participating Federal agencies.

DOT Has Implemented Internal Controls Over Its Transit Benefit
Program, but There Are Areas for Improvement

DOT implemented internal controls designed to prevent potential fraud or abuse
within the Program. For example, DOT has a series of internal controls over the
distribution of paper fare media when employees pick up their benefits. Those
include requiring employees to provide current Government identification, verifying
their enrollment in the program and the amount of benefits that they are eligible to
receive, and requiring them to check a box stating whether or not their residence has
changed. As noted below, DOT has also established controls to monitor the initial
application and certification process and employees’ continuing eligibility for
participation in the Program. While those controls provide some assurances, there are
areas for improvement.

More Supervisory Oversight Could Improve Controls Over the Initial
Application and Certification Process. DOT established a series of initial controls
to ensure that employees are eligible to receive benefits. For example, DOT
employees must complete an application for the Transit Benefit Program. The
application includes information about their city of residence, work location, mode of
transportation, and commuting costs. DOT employees are also required to certify that
the information provided is accurate and acknowledge punitive actions that could be
taken against them for violations of the Program. The final application is approved by
a Transit Coordinator within their agency who is responsible for verifying that
applicants are DOT employees and eligible for benefits.

In 1995, DOT established a policy for cross-checking active participants in the Transit
Benefit Program against names of DOT employees registered for parking permits in
DOT buildings to ensure that transit benefits provided were actually used by the
employee for commuting purposes. That check is necessary because employees could
try to receive subsidized parking permits for DOT buildings while also receiving and
accumulating transit benefits. The accumulated transit benefits could then be used for
means other than their authorized purposes.
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The cross-check procedure, if done consistently, is an important step that should
prevent that type of employee abuse. However, it is limited because it would only
detect DOT employees receiving both parking and transit benefit subsidies from
DOT. It would not identify cases involving DOT employees who are registered with
a carpool using parking privileges at another Federal agency.

We found other weaknesses within DOT’s internal controls over the application
process. For example, when initially applying for transit benefits, employees list their
city location, method of transportation, and total monthly commuting expenses
incurred. Based on the information provided, employees can then receive up to $110
in transit benefits each month. Employees self-certify that the information entered on
their enrollment application is complete and accurate. However, DOT has not
developed a mechanism to determine if the commuting costs claimed by an employee
are reasonable, based on the distance between an employee’s home and work and the
method of transportation used.

In our opinion, a significant weakness in this process is that employees’ supervisors
are not involved. Currently, there is no uniform process for DOT that requires
supervisors to approve employees’ transit benefit applications. Instead, DOT
employee applications are approved by a Transit Coordinator, who is responsible for
approving benefits for an entire agency. Although involving employees’ supervisors
would not solve every issue, supervisors are in a better position to know information
about employees such as their home location, commuting methods, and schedule.

Involving employee supervisors in the application process could help prevent cases
where employees misrepresent their commuting methods or distance and obtain more
transit benefits than they are eligible for. The ability of an employee to accumulate
transit benefits creates the opportunity to use those benefits for other than their
authorized purpose. Our investigations over the last several years have uncovered this
type of abuse.

e For example, a DOT employee applied for more transit benefits than she was
eligible to receive. She certified on the enrollment application that she was
eligible for the maximum amount of transit benefits when her actual commuting
costs were significantly less. When confronted by our investigators, she
acknowledged that she used the excess fare cards for personal travel on weekends.
In this case, a supervisor’s review of the information provided may have detected
the misrepresentation of her commuting costs.

»In a similar case, our investigators identified a DOT employee who received
transit benefits worth over $4,300 over a 5-year period while he was actually
driving to and from work. When confronted by our investigators, the employee
admitted that he gave the benefits to friends. He also admitted that he self-
certified the information about using the transit benefits for his daily commute.
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The employee was subsequently terminated and required to repay the fraudulently
obtained benefits. Likewise, in this case, had a supervisor been required to review
the application, the inconsistencies may have been discovered.

We note that Government-wide program management improvements in the
Government Purchase Card Program included requirements for better supervisory
oversight.  Similar requirements for DOT’s transit benefit program would
significantly improve the Department’s existing internal controls.

Additional Controls Are Needed To Adequately Meonitor Employees’ Ongoing
Program Eligibility. DOT has recently established a new, internal control to check
that employees remain eligible for the amount of benefits that they were originally
authorized to receive. Last month, DOT began requiring DOT employees to recertify
their eligibility for transit benefits. This new process requires all participants in the
National Capital Region to update their enrollment information by July 1, 2007, and
will now be an annual requirement to continue participating in the Program.

These are clearly steps in the right direction, but additional controls are needed.
While program participants sign a roster when they pick up their transit benefits
certifying that their home and work addresses have not changed, in our view, stronger
controls need to be put in place. We found that other than employees’ self-
certification, there are no procedures requiring employees to update personal
information for changes when they occur, such as changing their commuting method
or work schedule through either extended leave, temporary duty, or telecommuting.
All of those factors affect the amount of benefits an employee is eligible to receive.
By not updating personal information, employees could accumulate benefits in excess
of their actual monthly requirements, which violates the Program’s rules and makes it
likely that the benefits will be used for other than their authorized purpose.

Our investigations have confirmed instances of employees abusing the Program in
such a manner.

e For example, a DOT employee sold $789 worth of fare media that she received
through the Transit Benefit Program on the online auction website, eBay.® When
confronted by our investigators, she admitted to selling the excess transit benefits
but stated that she was not aware that selling thern was prohibited. The employee
told our investigators that the excess benefits were accumulated as a result of her
temporary assignment, which allowed her to work from home 4 days per week.
Had the Department established procedures requiring employees to update their
information and recertify as changes in commuting methods or schedules
occurred, this situation may have been prevented.

In our opinion, DOT needs to improve the existing controls over the application and
certification process by requiring employees to update their information and recertify
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whenever meaningful changes in their commuting methods or schedules occur.
Requiring employee supervisors to review and approve this information would help to
improve this aspect of the process.

Opportunities To Improve Internal Controls Over the Transit Benefit
Program Throughout the Federal Government

Our work has identified areas where the Department can proactively improve controls
over its Program. In our view, these actions could also be taken Government-wide to
help ensure the integrity of the Transit Benefit Program at all participating agencies.
These actions include the following:

Including the Transit Benefit Program in agencies’ assessments of their internal
controls during the A-123 process: To date, most identifications of internal control
deficiencies regarding the Transit Benefit Program have resulted from investigations
of alleged abuse. While our investigations will continue to identify these weaknesses,
managers can take greater responsibility for assessing and correcting internal control
deficiencies by integrating the Transit Benefit Program with the Office of
Management and Budget (OMB) Circular A-123 assessment process.

OMB Circular A-123 requires Federal managers to take systematic and proactive
measures to assess the adequacy of internal controls of their programs and operations
and report annually through management assurance statements. Circular A-123
provides specific requirements for management to assess and report internal controls
over activities such as financial reporting and the use of Government purchase and
travel cards. In the case of DOT, the Department includes controls over safeguarding
paper fare media as part of its A-123 process but it does not include an assessment of
its Transit Benefit Program operations, such as the application and distribution
processes.

Including an assessment of the internal controls over the Transit Benefit Program in
the A-123 process could be an effective means for proactively preventing fraud or
abuse.

Requiring employees to annually recertify their eligibility: DOT has recently
initiated an online process requiring Federal employees using the Program in the
National Capital Region to update and recertify their enrollment information annually.
Participants are required to update and verify items such as their mode of transit and
their monthly commuting costs. They also are asked to confirm specific information
such as their city, state, and zip code as well as their permanent duty station location.
Prior to finalizing the recertification, participants are prompted with a warning
statement that clearly states that false, fictitious, or fraudulent certifications may result
in criminal prosecution.
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This warning also states that the employees are fully aware that they are certifying to
the following:

o they are employed with the U.S. Department of Transportation;
e they are eligible for a public transportation fare benefit;

o they will use it for their daily commute and will not give, sell, or transfer it to
anyone else; and

« they will not use the Government-provided transit benefit in excess of the statutory
limit in any given month.

All Federal agencies that have not already done so should implement a similar
recertification requirement to ensure the accuracy of Program data and to clearly
communicate the responsibilities of Program participants. Although the annual self-
certification process could help in “keeping honest employees honest,” it would not
prevent employees from intentionally falsifying their information. To minimize those
cases of abuse would require other means, such as independently verifying the
information provided.

Further, the annual certification process would not reflect changes that may occur to
employees’ commuting methods or work schedules during the year that significantly
affect their eligibility or the amount of benefits they are eligible for. To accurately
capture those changes, additional controls would be needed requiring employees to
update their information and recertify whenever changes in their commuting methods
or work schedules occur.

Reviewing and applying appropriate lessons learned in other Government
programs: There are lessons to be learned from other Government-wide efforts to
prevent fraud and abuse. In the past, the Federal Government has shown its ability to
strengthen its oversight of programs when it focuses on those issues. For example,
OMB made significant improvements Government-wide to both the Government
Purchase Card Program and the Travel Card Program in 2002. Those Programs are
also similarly susceptible to fraud and abuse by employees, and OMB directed
agencies to evaluate their internal controls and develop remedial action plans. OMB
later distributed recommendations to the agencies on best practices and eventually
developed Appendix B to OMB Circular A-123, which sets out how agencies should
go about improving the management of Government charge card programs.

Training and enforcement improved these programs and could also benefit the Transit
Benefit Program. A well-developed training program provides for consistent
education and information about the program, ensures that participants cannot avoid
being held accountable by later claiming they were unaware of the program’s
requirements, and heightens awareness of the consequences of program abuse. For
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example, all Federal employees must complete a training course before they are
authorized to use Government purchase cards. Similar training should be established
for the Transit Benefit Program. Agencies should be able to use their experience in
developing and implementing these programs for purchase cards and apply it to
improving the Transit Benefit Program.

Developing and enforcing consistent administrative policies: While potential
criminal and civil penalties could result from transit benefit fraud, this type of fraud is
unlikely to be prosecuted and, in our experience, has not been prosecuted. For this
reason, it is important that management pursue appropriate disciplinary action.

However, there are no required or recommended disciplinary actions for transit
benefit fraud. In our experience, management has responded to transit benefit fraud
and abuse cases with punishments ranging from verbal counseling to the proposed
removal of the employee. The development of uniform, recommended penalties and
consistent enforcement of those penalties would, in our opinion, be important steps
for preventing this type of abuse.

We are also not aware of any current procedures for denying employees future transit
benefits due to their misuse of the Program. Agencies should consider whether this
would be appropriate and how best it could be implemented.

Mandating the use of the SmartBenefits® program throughout Government
agencies in the National Capital Region: Most transit benefits are provided to DOT
employees using paper fare media. However, based on discussions between our
office, the Department, and the Washington Metropolitan Area Transit Authority, the
fransit authority announced that it will transition all Federal and private-sector
employees to the electronic fare media by January 2008. The Department
subsequently mandated that all DOT employees receiving transit benefits in the
National Capital Region must begin using electronic fare media as of July 1, 2007, if
their mode of transit is equipped to accept that technology.

The SmartBenefits® program features an electronic plastic fare card known as a
SmarTrip® card. This card is rechargeable in that it can have benefit amounts
electronically loaded onto it each month and can be used on Metrorail, Metrobus, and
registered vanpools, as well as some other area transit systems, such as DASH and the
D.C. Circulator. Under the SmartBenefits® program, the monthly transit benefits an
employee is authorized to receive are electronically distributed to the employee’s
SmarTrip® card at kiosks in Metrorail stations.

Other agencies that voluntarily implemented the use of SmarTrip® have experienced
high rates of utilization of the technology. For example, at the Federal Aviation
Administration, about 61 percent of the participants use this technology.
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Use of the SmarTrip card in the National Capital Region reduces the potential for
fraud and abuse because it is more difficult to sell or transfer benefits on the
SmarTrip® card than when benefits are distributed using paper fare media. This is
because of several reasons.

e First, the SmarTrip® card is programmed to accumulate a maximum of $300 in
credits. This would prevent employees from developing a large cache of unused
benefits and using them for means other than their authorized purpose.

e Second, if employees sell their SmarTrip® card, they must obtain a replacement in
order to continue receiving benefits. The SmarTrip® card allows for detailed
electronic record keeping about each employee’s use of the card. Employees
frequently requesting new cards would raise a “red flag” of possible fraud if a
means were available to screen for such activity and report it to the employees’
agency.

* Third, because employees’ monthly benefits are loaded onto the SmarTlrip® card (a
single card as opposed to the multiple paper fare cards currently distributed),
employees cannot use part of their benefit and then give away or sell the unused
portion of their benefits as easily as with paper fare cards. For example, under the
current system, an employee could hypothetically receive $110 in benefits by
receiving 11 fare cards worth $10 each, use 5 of the fare cards for actual
commuting expenses, and then sell the 6 unused cards. With the SmarTrip® card,
all $110 in benefits will be loaded onto the electronic card.

Federal agencies in the National Capital Region also stand to achieve cost savings
with regard to processing millions of dollars in paper fare media. Considering
WMATA’s deadline for its transition to SmartBenefits,® Federal agencies need to act
now and mandate the use of the SmartBenefits® program for participants in their
transit benefit programs.

In closing, it is important to recognize that the role of the Inspectors General in the
Federal Transit Benefit Program is to ensure that strong internal controls are
established and adhered to across the Government. It is equally important to
recognize the number of actions that agencies could take now to improve internal
controls over their programs, absent mandates from OMB or legislation. They
include the following:

® Requiring that employees’ supervisors review and approve employee enrollment
applications before they are sent to the agency Transit Coordinator.

¢ Requiring employees to annually certify that the information included in their
enrollment application is accurate and subjects them to disciplinary action, such as
suspension or debarment from the Program, for falsifying information.
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¢ Requiring employees to update their information and recertify whenever changes
in their commuting methods or work schedules occur.

¢ Checking that employees applying for transit benefits are also not receiving
subsidized parking benefits.

« Converting to the electronic fare cards (SmartBenefits®) in the National Capital
Region.

» Developing procedures to screen for employees who frequently request new
SmarTrip® cards.

In addition, the integrity of the Transit Benefit Program could be improved
Government-wide if each agency adopted best practices found in other Government-
wide programs that are also susceptible to employee abuse or fraud (such as the
Travel Card Program and Purchase Card Program). Those best practices include the
following:

e Developing training programs (similar to the Purchase Card Training
requirements) for participants in the Transit Benefit Program and their managers.

» For those agencies that have not already done so, expanding the A-123 process to
cover their transit benefit programs, similar to requirements for Government travel
and purchase cards.

* Ensuring that there are uniform administrative penalties and sanctions (including
suspension or debarment from the Program or termination from employment)
available to and consistently enforced by agency managers when employees have
abused or misused transit benefits.

That concludes my staterment, Mr. Chairman. 1 would be happy to address any
questions you or other Members of the Subcommittee may have.
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Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to appear before this committee to discuss the

Department of Defense National Capitol Region (NCR) Transit Subsidy Program.

The DoD Transit Subsidy Program was established in October 2000 as directed by
Executive Order 1350. Work performed by the DoD IG as well as by the Government
Accountability Office (GAO) indicates that the program does not yet have the controls
needed to limit the susceptibility of transit benefits to fraud, waste, and abuse. My
testimony this morning will describe the work my office is performing to assess the

effectiveness of internal controls for this program.

DoD NCR Transit Subsidy Preogram

The NCR Transit Subsidy Program allows eligible employees to receive “transit
passes” in amounts equal to their commuting costs, not to exceed $110/month. The
Washington Headquarters Services (WHS) manages this program for DoD in the
National Capitol Region and is assisted by the Department of Transportation (DoT) in its
implementation. As of September 30, 2006, 33,750 DoD employees were enrolled in the

Transit Subsidy Program and $35.9 million in benefits were paid out in FY 2006.

To participate in the DoD NCR Transit Subsidy Program, employees must

complete an application that requires an employee to self certify:

+ That he is employed by the U.S. Department of Defense;
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» That he is not using Federally subsidized workplace parking;
» That he will use the benefit for his daily commute and will not transfer the
benefit to anyone else;

e That the monthly benefit received does not exceed monthly commuting
costs; and

¢ The amount of usual (or estimated) monthly commuting costs.

The form also includes a warning that individuals making a false, fictitious or fraudulent
certification are subject to criminal prosecution under Title 18 of the United States Code,
Section 1001, Civil Penalty Action, and/or agency disciplinary action up to and including

dismissal.

Employees submit the applications to the Pentagon Force Protection Agency
(PFPA) which checks the Pentagon parking database to determine whether employees are
currently listed in that database. If PFPA determines the employee is not in the Pentagon
parking database, it sends the application to DoT. The Department of Transportation
processes the application to enroll employees into the program, maintains the enrollment
database, orders and maintains fare cards (known as Metrocheks) and distributes

Metrocheks to employees on a quarterly basis.

DoD Transit Subsidv Abuse

The DoD Inspector General became aware of potential abuse of the Transit
Subsidy Program through complaints received through the DoD Hotline. These

allegations involved employees transferring Metrocheks to friends and selling
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Metrocheks on the internet or to coworkers. The allegations were referred to the agency

within DoD for whom the employee worked.

In response to a Hotline complaint received in January 2003, we conducted an
audit on “Allegations Concerning Controls Over DoD Transit Subsidies Within the
National Capital Region.” We issued the final report (Report number D-2004-009) on
October 14, 2003. We substantiated allegations that there was no verification of an
applicant’s employment and that DoD employees could be selling or giving away their
transit subsidies. We partially substantiated allegations that controls had not been
established to ensure employees do not receive transit subsidies while receiving
subsidized parking and that billing information received from DoT did not include
sufficient detail to facilitate the reconciliation of quarterly DoD billings. We
recommended that the Military Departments and the Defense Logistics Agency develop
procedures to require the reconciliation of all transit subsidy billings received from DoT,
and that DLA develop a policy to check transit subsidy applications against its parking

permit roster.

DoD Management concurred with the audit finding and recommendations. We
have monitored the followup actions taken in response to the audit recommendations and,
as of today, the only open action is for the Department of the Army to develop policies
and procedures for reconciling transit subsidy billings. Draft guidance is currently being

coordinated within the Army.
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We have been meeting regularly with GAO on data mining issues. During a
meeting in early 2005, we discussed allegations of abuses in the transit benefit program,
including Metrocheks being offered for sale on eBay and Craigslist. We then initiated a
preliminary review of a sample universe to assess the risk of misuse. Based on the results
of this preliminary review, in February 2006, we announced a data mining review to

research this issue on a DoD-wide basis.

The data mining review looked at DoD program enrollment and disbursement
databases, in addition to DoD parking databases. The data included 47,357 individuals
enrolled in the program and $31 million in benefits paid in 2005. We performed tests to
determine whether the data substantiated the individual’s eligibility for the Metrochek

program and the amount of the benefit received by the individual.

The data mining review identified areas of vulnerability in the DoD Transit
Subsidy Program as well as potential abuses by program users. Specific issues identified

for further review include:
¢ Employees receiving Metrocheks while using subsidized parking;
*  Over reliance on the honor system — employees self-certify and submit the
program application without review;

e Individuals receiving benefits in excess of monthly costs;

* Individuals outside the NCR receiving NCR benefits; and
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o Insufficient data to validate benefits
-- Benefits for over 28% of active participants are not verifiable
We have continued to coordinate and share information with the Government
Accountability Office which has been conducting an investigation of Transit Benefit
Programs in the National Capital Region.

Audit of Internal Controls over the DoD Transit Subsidy Program within the
National Capital Region

Based on the data mining review we conducted and investigative work by GAO,
we announced an audit in November 2006 of internal controls over the DoD transit
subsidy program within the NCR. The audit will examine further the vulnerabilities
identified by the data mining review as well as provide additional information on
potential cases of fraud which can then be referred to the Defense Criminal Investigative

Service, the criminal investigative arm of the DoD IG.

Specifically, we are reviewing internal control activities over:

e the transit subsidy application process, which includes processing of initial
enrollment application, status changes, and de-enrollment from the
program;

¢ management of the enrollment database used by the Department of
Transportation to verify participant eligibility and make distributions to
DoD participants as part of a contractual agreement with DoD; and

» retention of supporting documentation to comply with audit requirements.

We have also performed analyses to test the accuracy and completeness of data

elements within the enrollment database, including calculation of the allowable monthly
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transit subsidy benefit by DoD participants. Further, we have reviewed transit subsidy
policies and procedures. We are currently writing our draft audit report and plan to issue

the final report in July 2007.

Follow-on Investigative Referrals

As discussed above, we have been coordinating with GAO on investigating abuses
of transit benefits by federal employees in the National Capital Region. The GAO has
identified participant abuse of Government agency transit subsidy programs, including
abuse by participants in the DoD Transit Subsidy Program. We have met recently with
GAQ investigators and anticipate receiving information on specific abuses they have
identified as a result of their investigation. These cases will be referred to the appropriate
investigative agency within DoD for further investigation. Additionally, we also expect
to make referrals to the DCIS as a result of our current audit work. If the allegations are
substantiated, appropriate corrective actions will be taken which could include criminal

prosecution under Title 18, Section 1001, as well as administrative action.

Conclusion

The Transit Benefit Program is a valuable program that, if properly administered
can help alleviate traffic congestion and reduce automobile emissions. However,
continuing abuses in the use of transit benefits make clear the need for additional controls
to help prevent fraud, waste and abuse. We believe the work we are performing will

assist the Department in identifying areas where further improvements can be made.
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HOME ADDRESS GUTY STATION 70ty ano Siater
STREEY l T
OFFICE TELEPHONE NUMBER ™ B
Ty AREA CODE INUMESER fE;(1' T

STATE [ZIF' ConE

|
OF YOUR SCCIAL SECURITY NUMELR

|
MONTHLY COMMUNTING COSTS (Based pn a Z0-day menth commute by public
transportation)

LAST FOUR DIGITS

ARE YOU & GUMMER 11T DATE APPOINTMENT STARTED DATE APPOINTIMENT ENDED
[7] w0 [T] veS e “vES~ entor staring and ending dures of appointrnen)

MODES OF TRANPORT;AT 1ON US|

ED 7O AND FROM THE WORKPLACE

Check as many as apply}

T loorrran | Jsomway | Tream | |reemne ) | BUTHORIZED VANPOOL | | OTHER iExphint:
REGIONAL CODE ORGANIZATIONAL CODE
(Chark one) {Check cne)

| cetTRaL o

“f THE HEARTLAND (D81

FEDERAL TECHNOLOGY SERVICE (7). RAMENTWIDE

1Ce 100}
NEW ENGLAND 01)

GREATER BOUTHWEST 071 | |

P88 PROPEATY DISPOSAL (PDy

NORTIRAST AND CARRIGEAN (07)

ROCKY MOUNTAIN (08}

PES ALL OTHER (P}

MID-ATLANTIC (03)

PACIFIC Ritd (03}

FEDERAL SUPPLY SERVICE {FS)

SOUTHEAST SUNBELY (0

TNORTHWEST/ARCTIC (101

OFFICE OF INSFECTOR GINEPAL 101 |

FORMER PRESIDENTS {FPy

GREAT LAKES 1G5} NATIONAL CAPITAL {31}

ADMINISTRATION (G

EMPLOYEE CERTIFICATION

WARNING: 1 understand that it is a Federal crime under United States Code, Title 18, section 1001, lo mal
form. If | make a false siatement, | may be subject to criminal prosecution and punishment including a
agmnistrative punishmaent, which may result in the termination of my federal employment.

1 cert'fy that the above information Is true and correct to the best of my knowledge and that:
{am an employee of the General Services Administration (GSA)
1 am not namad on a worksite parking permil with GSA or any olher Federal agency.

anefit

1am elgiblo for a public fransportation fa
twill use the fare modan for my regular daily commute to andior from work
Fwill not transfer fare media to anyone else.
The monthly transit benefit | will receive does not exceed my average monthly communting cost.

}will not use the Government-provided transfit benefit in excess of the statutory fimit in any given month,
i my commuting costs per month exceed the statutory limit, 1 will supplement the cost with my own funds,
i will not use a transit benefit designated for use in 3 fulure month,

{ will return alt unused fare media upon leaving GSA.

ke a false statement on 4
fine of up to $5000 andlor

SIGNATURE OF APPUCENT

TOATE

NAME AND TITLE OF SUBSIDY COURDINATLR SIGRATURE GF GUBSHYY COORDINATOR

GENERAL SERVICES ADMINISTRATION

Permanent Subce tee on Investi

EXHIBIT #2a

GSA rorm 3875 19.2000)
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1.8, DEPARTMENT OF DEFENSE (NATIONAL CAPITAL REGION}
PUBLIC TRANSPORTATION BENEFIT PROGRAM APPLICATION

IMPDRTANT' To process this app.cation, you must select ane of the Tallowing. Are you (X only orie):

ENROLLING ] WITHI t MAKING A CHANGE
l X hare f you have bean praviously enroiled in the DoD NCR Program.
PRIVACY ACT STATEMENT

AUTHORITY: Public Law 101-50D.

PRINCIPAL PURPOSE(S): To faciitate timely procassing of your request, 1o ensure your eligibility, and {o prevent misuse of the funds involved.
ROUTINE USE(S):. This information witl be malched with lists at other Federal agencies to ensure that you are not listed as a carpool of vanpoot
participant or a holder of any other form of vehicle worksite parking permit with DoD or any other Federat agency.

DISCLOSURE: Voluntary: however, failure to furnish the information on this form may result in disapproval of your request for a public fransit fare
benefil.

INSTRUCT!ONS

Step 11 h
Step 2. Application must be complete and legible in order to be. processed,
Step 3: Biock 1.). - If you are a military employee working for a Defense Agency, indicate your Branch of Service as your
Orgamzahon
Step 4: Apply - Fax your application fo (703) 614-4211.
Step & ’(hs‘re is a five (5) business day processing hera'ne Cheek your enrcliment status at website:
\J_rt_oa

Step &

~ GENERAL INFORMAT(ON
- Benefits are administered on a quarterdy basis at various NCR localions, See website for dates and locations.
- The Department of Transportation (DoT) or Departrment of Defense {DaD) does not confirm receipt of application
- GOVERNMENT CONTRACTORS are not eligible for this program,
- Parking passes MUST ba turned in prior fo the processing of application,

1. APPLICANT INFORMATION

= LASTHAWE b, FIRST NAME . WDDLE INFTIAL
d. CITY {Residence} 2. SYATE f, 2P CODE
o WORK TELEPHONE NUMBER | b, E-MAIL ADDRESS T LAST 4 DIGTS OF YOUR
{inciude Ama Godo} . SSN
i~ ORGARIZATION CODE (Lisied on (evarse] . LOCATION/BUILOING
. 1 OTHER (i not fited, specify:
1. ARE YOU: X one oniy} ™. ARE YOU: (X one only) | n. ARE YOU: (X one oniy} 6. FOR NAF EMPLOYEES ONLY (X ang onfy)
o 3 . AlR FORCE
VILIAN (S0 (0 1.p.) OFFICER AIR FORCE NAVY L« Jorien
HLmaRY ARMY
ON-APPROPRIATED 1 - = NAVY
PR TR ) ENLISTED ARMY MARINE CORPS
| RESERVIST (1 days o marey | i MARINE CORPS
{} ARL YOUISSUED A PLDTWAL;.V SUBS!UM&D PARKING PASST
Tves [7TINO I YES, WHERE DO YOU PARK?
DEFORE APPLYING FOR THIS TRANSIT BENEFTT, D vou|  [ORWETOWORK | | USE SOME FORM OF MASS TRANSIT
2 MODES OF TRANSPORTATION 10 BE USED T(_)_vA_ND FROM WORKPLACE (x all that appiy} N
METRO BUS [ ] mevro RAW Tcomwuurer sus “JeommurerTRan [ ] vaneoor

3. EMPLOYEE CERTIFICATION

WARNING: This certification concerns a matter within the jurisdiction of an agency of the United States and making a faise,
fictiticus, or fraudulent certification may render the maker subject to criminal prosecution under Title 18, United States Code, Section
1001, Civil Penalty Action, providing for administrative recoveries of up to $10.000 per violation, and/or agency disciplinary actions up
1o and including dismissal.

{ certify that | am employed by the U.S. Department of Defense and am not named on a Federal lly subsidized workplace parking
permit with DoD or any other Federal agency, or that | will relinquish my permit before or upon receiving the fare benefit

1 cerlify 13l | am eligible for a public transpertation fare benefit, will use it for ry daily commute to and from work, and will not
transfer it to anyone else.

| certify that the moninly transit benefit | am receiving does not exceed my menthly commuting costs.

1 cer(u(y that my usual (or estimated) monthly commuting costs, excluding parking, are: § _ . . {This item must be
d) {Asag irule, your monthly commuting costs, multiply your dally “costs by 21 work days per
month )
3. EMPLOYEE SIGNATURE b, DATE SIGNED (vVvVAMDD)

DD FORM 2845, JUL 20606

Adoba Profassional 7.0
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U. S. Department of Transportation
NATIONAL CAPITOL REGION PUBLIC TRANSPORTATION TRANSIT
BENEFIT PROGRAM APPLICATION

A Applicant Inforination (Please Print or Type):

Last 4 Digits of Your SSN:

Last Name: First Name: ME
Home Address:

City: State: Zip Code:

DOT Agency / Mode (BTS, FRA, cte.) Routing Symbol (i.e. JA-10)

Work Address:

City State: 2Zip Code:

Work Telephane Number:

Please identify the name of the transit company/system that you use.

B Empioyee Certification:

WARNING: This certification concerns & matter with the jurisdiction of an agency of the United States and
making e false, fictitious, or frandulent centification may render the maker subject to criminal prosecution

under Title 18, United Stated Code, Section 1001, Civil Penslty Action, providing for administrative recoveries
of up o $10,000 per violation, and/or agency disciplinary actions up fo and including disroissal.

1 certify that ] am employed by the U, 8. Depariment of Trausportation

1 certify that | am eligible for a public transportation fare bencfit, will use it for my daily commute

to and from work, and will niot give, sell, or transfer it 1o anyone else.

1 certify that the monthly transit benefit | am receiving docs not exceed my monthly commuting costs.
1 certify that in any given month, I will not nse the Govemment-provided transit benefit in excess

of the statutory limit. If my commuting costs per month on public transit exceed the monthly
statutory limit, then I will supplement those additionsl costs with my own funds rather than use a
Government-provided trensit benefit designated for use in a future month,

1 cenify thst my usual monthly commuting costs are: $

Employee Sign Date:
C. ‘Transit Subsidy Coordinator/Accounting Official:
Employee Accounting Code:

L / 1 {
Name (print): Tide:
Signature: Date:

Routing Symbol (i.e. JA-10)

PRIVACY ACTSTATEMENT: This inf jon i solicited under authority of Public Law 101-509. Furnishing

the information on this form is voluntary, but failure 1o provide all or part of the information may result in disapproval
of your tequest for a publio transit fure benefit. The purpose of this information is to facilitate timely processing of your
request, fo ensare your cligibility, and to prevent misuse of the funds involved. This mformanon misy be disclosed to
the Depariment of Transportation to perform its duties under an int g a false, fi or
fraudulent certification may render you subject to criminal prosecution under Title 18; Unites State Code, Section 1001,
Civil Penalty Action; providing for administrative recoveries up to $10,000 per violation; and/or agency disciplinary

action up to end including dismissal.  FyE—G:G—=:z Subcommittee on Investigations 1664-A

EXHIBIT #2c¢
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Response of The Honorable Calvin L. Scovel III,
Inspector General, Department of Transportation,
to Supplemental Questions for the Record

Permanent Subcommittee on Investigations
Hearing on Transit Benefits
April 24, 2007

During the hearing, the Government Accountability Office (GAO) identified
several instances of abuse by federal employees of the transit benefit program and
stated that, in general, greater oversight is necessary to curb and deter abuse in this
program. Some of the abuse identified consisted of federal employees improperly
selling their benefits on the internet. In order to monitor this type of abuse,
periodic inspections should be conducted of these internet sales to identify any
potential federal employees selling their benefits.

Because the Department of Transportation (DOT) administers this program for
approximately 75% of all government agencies, would your office be capable of
conducting periodic inspections of internet websites to identify federal employees
and then referring those employees to their respective federal agencies for further
investigation? Do you believe a different government entity would be more
appropriate to be responsible for conducting such periodic reviews of internet
websites? If so, please identify that entity and articulate why it would be more
suitable for that responsibility.

Response:

The abuse of the Transit Benefit Program by federal employees selling their
benefits on the internet deserves the attention and best efforts of agencies and
Inspectors General to detect and prevent such abuse.

As we noted in our testimony, we expect that the change from the current system
that primarily distributes paper fare cards to one that requires use of an electronic
SmarTrip card, a change that DOT recently announced, will significantly reduce
the trafficking in transit benefits. Also, the development and implementation of
stronger controls will prevent the improper accumulation of benefits by federal
employees, thereby further reducing the selling of transit benefits.

Permanent Subcommittee on Investigations
EXHIBIT #5
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We view monitoring internet websites to identify possibly fraudulent activity as an
internal control that agency program officials can implement. This would be
analogous to agencies that hire or assign someone to review a workers’
compensation program for indications of fraud and refer those cases to the
Inspector General. The Inspector General can then use its authority to further
investigate those cases, including issuing any necessary subpoenas. While DOT’s
transit office administers the Transit Benefit Program for other agencies, it is the
responsibility of each agency to establish controls and procedures to ensure that its
programs are managed in an efficient and effective manner.

However, we recognize and appreciate the Subcommittee’s concemn that if each
agency undertakes the task of monitoring sales on the internet, it could result in
the unnecessary duplication of effort and wasted resources. At this time, we are
not in a position to know what resources may be required or make
recommendations as to the best division of responsibility for monitoring and
investigating this type of fraud.

Given the results of the investigation by the Government Accountability Office
(GAQ), as well as the concerns expressed by your Subcommittee, the Office of
Management and Budget and the Department of Transportation, my office intends
to undertake a six-month initiative concerning the sale of transit benefits over the
internet. During this time we will monitor the internet sites GAO identified and
investigate suspected abuses, coordinating with the appropriate agency Inspector
General in the case of non-DOT employees. We will confer with the Government
Accountability Office (GAO) and expect to build on the experience already
accumulated by GAO in this area. We will then be in a position to gauge the
extent to which this practice is continuing and whether the improved intemal
controls are having their desired effect. We will also be able to determine whether
significant cost is involved in maintaining monitoring and investigative efforts.

At the end of six months we will develop recommendations for the Department
and this Subcommittee as to the level of monitoring that is required, in our
opinion, to discourage and identify intemet sales of transit benefits. Our
recommendations will advise as to the appropriate division of responsibility
between agencies and Inspectors General in that monitoring effort.

Question 2:

DOT imposes a user fee on each agency for which it administers this program,
which amounts to approximately 4.95% of the benefit amount plus expenses.
Would these user fees provide sufficient resources for DOT to monitor internet
web sites and identify potential federal employees as indicated in Question 1,
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above? If not, what additional resources are necessary for your agency to
undertake these periodic reviews and making referrals to other agencies for further
development and investigation?

Response:

The user fee of 4.95% may not provide sufficient resources for DOT to monitor
internet websites and identify abuse by Federal employees of the Transit Benefit
Program. This user fee is calculated to cover the administrative costs currently
incurred by the DOT transit office to purchase, store, safeguard, and distribute fare
media for other federal agencies. If internet monitoring is included in the
administrative services provided by the DOT’s transit office, DOT will need to
determine whether the user fee is sufficient to cover the costs of these additional
services.

As to the six-month initiative that our office has proposed to undertake, we are not
seeking additional funds. As part of the recommendations resulting from that
effort, we will identify the resources required to continue monitoring internet sites
for transit benefit sales.

Question 3:

In your testimony, you indicated that a consistent penalty structure for disciplinary
actions against employees who inappropriately receive or sell transit benefits
should be developed. What type of penalty structure or disciplinary actions would
you suggest could be used on a government-wide basis that would serve to deter
abuse in this area and ensure that all federal employees are treated uniformly?
Which agency should be responsible for developing a conmsistent policy and
guidelines for disciplinary actions in this area?

Response:

In our testimony, we noted both that there are no recommended disciplinary
actions for transit benefit fraud and that there are no procedures for denying future
transit benefits to those who have abused the benefit. In particular, it is important
to develop a policy that automatically suspends participation in the program if
fraud is discovered. The length of the suspension could vary depending on the
nature and extent of the fraud. The suspension should be in addition to other
disciplinary actions determined to be appropriate by the employee’s supervisors.

On May 14, 2007, in response to GAO’s report on Transit Benefit Program fraud,
the Office of Management and Budget (OMB) issued a memorandum requiring all
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agencies to institute specific internal controls for transit benefits. Given its
responsibilities over government-wide management issues, OMB would be the
most appropriate entity to issue written policy and guidelines for disciplinary
actions against employees who engage in transit benefit fraud. OMB has played a
similar role in the strengthening of disciplinary action against employees who
engage in government charge card misuse. OMB requires agencies to develop and
maintain a policy that ensures that administrative or disciplinary actions are
initiated in the event that cardholders misuse a government charge card. OMB
could do the same with respect to misuse of transit benefits.
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Response of Linda J. Washington
Assistant Secretary for Administration
U.S. Department of Transportation
To Supplemental Questions for the Record

Permanent Subcommittee on Investigations
Committee on Homeland Security and Governmental Affairs

Hearing on Transit Benefits Program
April 24, 2007

1. Testimony from witnesses at the hearing established that additional
oversight of the transit benefit program is necessary to curb and deter abuse.
In particular, GAO testified that the sales of transit benefits on the internet
by federal employees requires periodic monitoring. Do you believe the
DOT Inspector General is the appropriate entity to monitor this activity and
refer federal employees found on the internet to their respective agency for
further investigation? If not, what agency would you recommend for this
investigatory work? Do you believe it would be necessary for each agency
to reimburse DOT’s Inspector General’s office on a fee-for-service basis for
cases they identify of potential transit benefit abuse?

Response: The Department of Transportation (DOT) Office of Inspector
General (OIG) is the appropriate entity to assist DOT management in
providing independent oversight and investigative capabilities relating to
DOT employee participation in the transit benefit program. Based upon
preliminary consultation with the DOT OIG, it agrees that some form of
centralized monitoring and initial follow-up of transit benefit sales on the
internet makes sense to avoid unnecessary duplication of effort around the
government. However, it lacks the jurisdiction to investigate potential
inappropriate use of transit benefits by employees of Federal agencies
beyond DOT. As agencies implement transit benefit guidance, including
transit benefit internal controls required by the Office of Management and
Budget (OMB), take appropriate actions against those identified by the
Government Accountability Office for misuse of transit benefits, and step up
their efforts to ensure that employees are fully aware of their responsibilities
as participants in the transit benefit program, the extent of sales on the
internet are expected to diminish. To help ensure that progress is achieved
during the intervening period over the next 6 months, while agencies fully
implement additional internal controls, DOT OIG has indicated it will

Permanent Subcommittee on Investigations 1

EXHIBIT #6
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consider leading an effort to monitor transit benefit sales on the internet,
seek to identify the sellers, and share information with other agency
inspectors general, as appropriate.

. In your testimony, you discussed the annual recertification requirement,
which requires employees to recertify every year that they remain eligible to
receive the transit subsidy. How does your agency administer the annual
recertification requirement for DOT employees? Has DOT uncovered cases
of employees receiving improper payments even after executing the
recertification documentation?

Response: DOT employees were notified of the annual recertification
process and its deadline through a Departmental broadcast e-mail message.
Continued participation in the program requires employees to complete a
new transit benefit online application that includes detailed information to
update and verify their means of transportation and monthly commuting
costs. Per OMB guidance on implementing transit benefit internal controls,
DOT has started independent verification of this information by an
authorizing official. Employees are also asked to confirm specific
information such as their city, state, and zip code as well as their permanent
duty station location. Prior to submitting their application they are prompted
with a certification statement describing the requirements of the program.
By accepting the certification statement, employees are entering into a
contract with the U.S. Government which states that they will abide by the
program requirements and that violations can result in administrative, civil
and/or criminal penalties. Employees who fail to recertify by the deadline
are withdrawn from the program and are ineligible to receive transit benefits.

The DOT TRANServe Program Office works very closely with the
Department’s Office of the Inspector General (OIG). Any suspected cases
of fraud, waste or abuse are forwarded to the OIG for review. Our
recertification and review processes have to date identified an additional
case in which we sought OIG review and for which investigation is
underway.

. During the hearing, a witness referred to the use of SmarTrip cards as a
potential means to curb some of the abuse identified by GAO. When does
DOT plan to require use of the electronic SmarTrip cards system for
distribution of transit benefits to its employees and those agencies on whose
behalf it administers the program? Will this system apply to all transit
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benefit recipients in the National Capital Region, including those recipients
using mass transportation other than the Metrorail system?

Response: Effective July 1, 2007, electronic SmarTrip cards will become
mandatory for all DOT employees in the National Capital Region that use
only the Metro system to commute to work. Public transportation service
providers other than Metro are unable to accommodate SmarTrip cards at
this time. As transit providers convert their fare system technology to
accept SmarTrip cards, DOT will require its employees to receive transit
benefits using the SmartBenfits Program.

Transit benefit policies are set by participating agencies and the Office of
Management and Budget. While DOT TRANServe strongly encourages its
Federal agency customers to mandate SmartBenefits technology for their
employees receiving transit benefits, the decision remains with the
participating agencies. We understand that the Metro system is planning to
begin phasing out Metrochecks in January 2008. TRANServe is working
with its customers by providing SmartBenefits briefings and presentations,
to help them prepare for the transition.

. Of all of the federal employees currently commuting on public
transportation, and receiving transit benefits through TRANServe,
approximately what percent would switch to private transportation if the
transit benefit program was discontinued? Is the Department of
Transportation willing to lead a government-wide survey to obtain this
information?

Response: At present DOT TRANSserve has not developed any data or any
analytical tools necessary to estimate the extent of modal switching that
might occur if the transit benefit program were discontinued. Due to the
large number of participants in the program, even within the National
Capital Region, efforts to obtain the data would require significant staffing
and other resources. At present the Department has neither the staffing to
accomplish such a government-wide study nor the budgetary resources to
contract for one.
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RESPONSES TO SUPPLEMENTAL QUESTIONS FOR THE RECORD
FROM THE

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

to

THOMAS F. GIMBLE

Acting Inspector General
U.S. Department of Defense

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS
HEARING ON
TRANSIT BENEFITS:
HOW SOME FEDERAL EMPLOYEES ARE

TAKING UNCLE SAM FOR A RIDE
April 24, 2007

Question 1, During the hearing and in its written testimony, GAO estimated that
approximately 35% of the Department of Defense employees receiving the maximum benefit
amount are improperly receiving the claimed amount. That estimate does not include other
categories of fraud and abuse related to transit benefits, such as those individuals improperly
receiving both parking and transit benefits. In light of these statistics, what specific internal
controls should be implemented by the Department of Defense to identify those employees
receiving improper benefits?

Answer. We believe the following interna! controls will help to identify individuals in
the DoD transit subsidy program who are receiving improper benefits and should be
implemented:

1. Approval Controls - ensure that transit subsidy applications are duly authorized and executed
by persons acting within the scope of their authority. This will help prevent the number of
individuals who attempt to obtain duplicate benefits.

2. Verification Controls — ensure that all application data is accurately and completely recorded.
These controls in conjunction with approval controls will help to identify individuals who
overstate their monthly benefits or apply for dual or duplicate benefits with slight variations in
application data.

3. Reconciliation Controls — periodically performed comparisons of information between transit
subsidy and parking databases to identify and investigate anomalies. This will help to identify
individuals who unintentionally or fraudulently applied to obtain dual benefits.

4, Documentation Controls — to support enrollment database entries and applicant calculation of
monthly benefits and establish an audit trail. Support must be readily available, Enrollment
application form (Form 2845) must have controls built in, to include approving official
acknowledgment, and support for calculations.

Permanent Subcommittee on Investigations

EXHIBIT #7
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Question 2. The DOD controls in place for the transit benefit subsidy program are
decentralized at the individual components or agencies of DOD. For example, the Department of
the Navy and the Department of the Army implement their own internal controls. Do you
believe that a more centralized control process for the Transit Benefit Program would provide a
more efficient and effective manner to monitor the distribution of DOD transit benefits?

Answer. We believe a more centralized control process would provide a more efficient
and effective manmer to monitor the distribution of DOD transit benefits. In our audit of the
DoD transit subsidy program', we identified and reviewed the following processes:

application;

change managerent (status changes, withdrawals);
database management; and

distribution of benefits.

. & & @

We identified internal control deficiencies in the application, change management, and database
management processes, and identified insufficient audit trails to meet audit requirements for the
Program. We also identified that DoD components were verifying eligibility of employees after
{(and not before) benefits were distributed. In this control environment, there is a high risk that
individuals can: obtain dual benefits; overstate monthly benefit amounts; maintain outdated
enrollment information; become ineligible and yet still qualify for benefits. Thus, it is highly
likely that the enrollment database used in the distribution of benefits to DoD employees has
been populated with outdated, incomplete, and incorrect information.

The DoD transit subsidy program would be improved by implementing formalized policies and
procedures to promote a positive control environment in the Program, specifically to ensure that:

e All personne] understand the importance of developing and implementing good internal
control within their areas of responsibility in the Program (as noted in the response to the
previous question).

» Detailed procedures and practices are developed to fit the Program’s operations and to
enable personnel to accomplish their assigned duties.

e Key areas of authority and responsibility within the Program’s organizational structure
are clearly defined,

o Authority and responsibility are appropriately delegated throughout the Program.

} Qur report will be released during the fall of 2007. The draft report findings have been communicated to the
Office of the Undersecretary of Defense for Personnel and Readiness, and to the Washington Headquarters Services.
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Question 3. In a 2003 audit conducted by the DOD Inspector General's office, several
areas were identified as lacking the appropriate internal controls that would identify fraud and
misuse of transit benefits. Weak internal controls included, for example, inappropriate parking
verifications and lack of reconciliations of billings received from the Department of
Transportation in order to verify employment status of individuals. Please detail the status of the
implementation of all follow-up actions identified in the 2003 andit report. In addition to the
follow-up actions detailed in the 2003 audit, what other procedures or controls would you
recommend in order to have the appropriate level of oversight for this program and prevent the
type of abuse identified by GAO during its investigation?

Answer. The status of the implementation of follow-up actions identified in the 2003
report are as follows:

Recommendation 1: The Assistant for Administration o the Under Secretary of the Navy; the
Administrative Assistant o the Secretary of the Army; the Assistant Secretary of the Air Force
(Financial Management and Comptroller); and the Director, Defense Logistics Agency develop
policies and procedures requiring the reconciliation of all transit subsidy billings received from
the Department of Transportation.

Corrective Action:

Navy Implementation Complete: Prior to the issuance of the final report, the Navy
documented its transit subsidy reconciliation process in desk guides and included the
transit subsidy as an assessable unit in its Management Control Plan,

Army Implementation Ongoing: The Army concurred with the recommendation and
developed draft policy and procedural guidance in the form of a Headquarters,
Department of the Army (HQDA) letter. The coordination of the draft HQDA letter
through affected Army organizations is ongoing. The Army Resources and Programs
Agency is also working with Army Knowledge Online (AKO) to develop an automated
process to validate Army employees within the program.

Air Force Implementation Complete: The Air Force developed Standard Operating
Procedures to reconcile the subsidy billings received from Department of Transportation.
These procedures are described in the “Mass Transit Subsidy Benefit Participant Report
Process” also used by WHS.

Defense Logistics Agency Implementation Complete: The DLA developed a system
to compare monthly subsidy billings to a listing of participants and their status with
Security. Corrections are reported to the Department of Transportation so that their
records can be reconciled with the proper organizations.

Recommendation 2: The Director, Defense Logistics Agency develop a policy requiring that
all transit subsidy applications be checked against the Defense Logistics Agency parking permit
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roster before being approved.
Corrective Action:

DLA Implementation Complete: The DLA issued a policy memorandum requiring all
transit subsidy applications be checked against the DLA parking permit register before
being approved. In addition, the DLA created a database to register mass transit
participants and issues monthly reports to identify participants of the program who drive
on to the facility.

Washington Headquarters Services Implementation Ongoing: Although not required
to comment, the Deputy Director, Washington Headquarters Services issued
supplemental budget guidance to all DoD Components clarifying that each component is
responsible for verifying monthly participation reports and paying periodic bills. In
addition, WHS is working with the DoD Components to facilitate report reconciliations.
WHS is also researching the use of the DoD Common Access Card as identification for
the distribution of transit subsidy benefits to increase the accuracy of employee
organization information and to reduce the risk of ineligible persons receiving transit
benefits.

Additional controls

As mentioned previously, relevant control procedures we recommend include:

1. Approval Controls - ensure that transit subsidy applications are duly authorized and executed
by persons acting within the scope of their authority.

2. Verification Controls - ensure that all application data is accurately and completely recorded.

3. Reconciliation Controls - periodically performed comparisons of information between transit
subsidy and parking databases to identify and investigate anomalies.

4, Documentation Controls - to support enrollment database entries and applicant calculation of
monthly benefits and establish an audit trail. Support must be readily available.
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Question 4. What actions has the Department of Defense taken, if any, against the
employees that the Government Accountability Office identified as having committed fraud on
the transit benefits program?

Answer. The interview reports from GAO were reviewed. The subjects are a mixture of
military members and military civilian employees. The Defense Criminal Investigative Service
is in the process of sending referrals, including GAO's interviews, to the Military Criminal
Investigative Organizations for appropriate action.
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RESPONSES TO SUPPLEMENTAL QUESTIONS FOR THE RECORD
FROM THE
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

to

MICHAEL L. RHODES
Deputy Director, Administration and Management
Director, Washington Headquarters Services
U.S. Department of Defense

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS
HEARING ON
TRANSIT BENEFITS:
HOW SOME FEDERAL EMPLOYEES ARE

TAKING UNCLE SAM FOR A RIDE
April 24, 2007

In your testimony you state that primary responsibility for oversight of the transit benefit
program within the Department of Defense (DOD) is decentralized within each component
or agency of DOD. Based on an audit conducted by the DOD Inspector General in 2003,
these components do not have consistent policies and procedures to monitor or identify
fraud and abuse in the transit benefit program. Would the administration of this program
be strengthened if DOD Washington Headquarters Services established the internal
controls and procedures to be followed agency-wide? Would a more centralized program
contribute to better oversight and enforcement of this program? If so, please explain why.

Answer: To clarify, with my testimony, I intended to explain that DoD policy
for the transit benefit program distinguishes between implementation in the
National Capital Region (NCR) and Qutside the National Capital Region
{ONCR). Outside the NCR, the program is decentralized to the Components to
administer. Washington Headquarters Services (WHS) centrally administers the
program for the NCR only, and we do this with and through multiple military
components and organizations in the region. WHS has been moving forward
with implementing additional controls within the NCR program. These include
augmenting the program application to include: the four digit extension on the
home zip code (allows for more specific location without jeopardizing personal
information); location where the applicant’s mass transit commute begins; work
address, commuting cost calculator, and revised certification statement with
additional language on penalties for false statements.

The Under Secretary of Defense for Personnel and Readiness (USD P&R)
recently established a Department-wide working group, with representatives
from the Components, the Department of Transportation (DoT), and the DoD
Inspector General's Office to provide input on needed revisions to the
Department's mass transit policy. The current policy requires that controls be in
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place to properly manage the program and that Components exercise
responsibility for program oversight. The policy, however, will be strengthened
to provide for internal controls suggested by both the Government
Accountability Office (GAO) and the Office of Management and Budget
(OMB), additional accountability, and, wherever possible, standardization of
Department forms and procedures. The Working Group members are also
sharing their current procedures so that best practices can be identified and
shared among the Components. This new policy initiative will provide for
consistent oversight; strengthened accountability; more clearly defined roles and
responsibilities; and more effective use of the program toward its intended goals.

The USD P&R is also implementing near-term initiatives to ensure the proper
operation of the mass transit program. All Components, NCR and ONCR have
been tasked to review their current internal controls to determine if they meet the
criteria suggested by OMB, WHS, for NCR and Army, Navy, and Air Force for
ONCR, have completed this review and are implementing the controls.

In addition, WHS continues on-going sessions with the DoT and is engaged on
guidance given to DoT during testimony.

2. You stated at the hearing that DOD performed certain verifications prior to approving an
employee to receive transit benefits. Please enumerate the information that is verified by
DOD prior to approving an employee to receive transit benefits. In addition, please provide
a list of all verifications performed on a periodic basis after a DOD employee has been
approved for transit benefits. For example, please indicate whether DOD performs any of
the following reviews:

a. Do you receive the names of employees who are going on extended leave or
temporary duty for longer than one month so that their transit benefits can be suspended
for such time?

b. When an employee submits a change of address, is any verification conducted to
determine whether the transit benefit subsidy amount needs to be revised pursuant to
the change of address?

c. Does DOD verify the commuting expense reported by the employee based on the
employee’s residence and office location?

Answer: As referenced in testimony, all program applications for the Department
of Defense (DoD) National Capital Region (NCR) program first come to the
Pentagon Force Protection Agency, who checks the application against the parking
roster. This is to ensure the applicant is not named on a Pentagon Reservation
parking permit. The application is then forwarded to the Department of
Transportation (DoT), our Federal transit benefit service provider, for processing
and entry into the DoT database. The applicant must present a valid DoD
identification card verifying employment and sign a re-attestation of their
certification to the program requirements every time benefits are issued.
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Following issuance of benefits, DoT provides monthly detailed participant reports
and the DoD Components reconcile the participation reports with their
employment and payroll records.

DoD Program (Qutside the National Capital Region (ONCR)), Component
program administrators report that they also verify parking information respective
to their installation or location to the extent that information is available. There
are a number of controls in place by the ONCR program administrators,
Verification is made on the personal information provided in the application as
well as unit or organization information and the type of transportation system or
mode of travel. Other examples of verification include quarterly validation of
employees assigned to commands based on transit reports provided by DoT and
re-certifications performed on participants after each benefit increase. Some
components do require checking leave and temporary duty status; however, the
method is determined by the point-of-contact for the program at the installation.
The methods for conducting this verification are being discussed by the
Component mass transit working group to identify and share best practices among
the Components. Most ONCR programs do not pay cost of the fare from home,
but rather reimburse based on a point of origination to the place of employment,
i.e., the roundtrip cost from the media point (subway, bus, rail, ferry, van pool) to
the place of work. Thus, a change of address would not be relevant to
reimbursement cost as privately owned vehicle commute time and cost are not
considered. Component verification of benefits is accomplished through
employee self-certification, as well as cross-checking personnel rosters to ensure
applicants are Government employees. Quarterly and annual re-certifications are
performed utilizing personnel databases to audit continued eligibility for benefits.
For vanpool participants, ridership is verified with vanpool operators.

At Washington Headquarters Services, for the NCR program, we do not currently
receive a list of the employees going on extended leave, verify changes in
commuting costs due to changes of address, or verify the commuting costs.
However, we are modifying our program application certification statement to
include that employees are responsible for adjusting their benefit claim for
extended leave and/or temporary duty. In addition, we will be adding a
commuting expense worksheet for employees to complete and we will be
randomly verifying information on these worksheets.

3. Of all of the Department of Defense (DOD) employees currently commuting on public
transportation, approximately what percent would switch to private transportation if the
transit benefits program was discontinued? Is DOD willing to participate in a survey to
determine this information?Would the administration of this program be strengthened if
DOD Washington Headquarters Services established the internal controls and procedures to
be followed agency-wide?

Answer: Washington Headquarters Services (WHS) does not presently oversee
the transit program Qutside the National Capital Region (ONCR), it is managed by
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the Services/Agencies. The Department has a Department of Defense (DoD) mass
transit policy, that sets forth guidelines for managing the program nationwide.

The policy tasks the Components with ensuring controls are in place to ensure the
program is properly administered. The policy is in the process of being updated
and strengthened. Strengthening this policy is preferred as opposed to adding
another layer in the oversight.

Components report that it would be impossible to estimate whether or not
discontinuance of the program would cause current program participants to switch
to private transportation. Some would still be forced to use public transportation
due to heightened parking restrictions enforced after 9/11. In addition, due to the
rising gas prices, it still may be more cost effective to use public transportation
than switch. In the majority of the cases, $110 subsidizes rather than covers the
total commuting cost. There is no way of knowing whether employees could
afford private transportation if the benefits were discontinued.

WHS does not have data concerning the current propensity of employees to
convert from mass transit to private transportation, although increases in gasoline
prices have coincided with increased participation in mass transit in the last couple
of years. WHS and the Components are willing to participate in Department-wide
survey to determine the disposition of the DoD National Capital Region (NCR)
participants as are the Components, in consultation with Labor Unions. WHS
does not determine DoD-wide policy; the Office of the Under Secretary of
Defense for Personnel and Readiness has this responsibility. The Under Secretary
of Defense for Personnel and Readiness recently established a Department-wide
working group to update and enhance the Department’s mass transit policy and to
share best practices; WHS is participating in this group. In addition, WHS
continues on-going sessions with the Department of Transportation (DoT) and is
engaged on guidance given to DoT during testimony. As Federal modifications to
the mass transit program are developed, these changes will be incorporated into
the Department’s policy.
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PERMANENT SUBCOMMITTEE ON INVESTIGATIONS
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TRANSIT BENEFITS:
HOW SOME FEDERAL EMPLOYEES ARE
TAKING UNCLE SAM FOR A RIDE
April 24, 2007

. Approximately what percentage of federal employees nationwide receive transit benefits?
Approximately what percentage of federal employees in the National Capital Region receive
transit benefits? Approximately what percentage of federal employees in other major
metropolitan areas receive transit benefits?

RESPONSE ATTACHED

. Approximately what percentage of federal employees currently commuting on public
transportation would switch to private transportation if the transit benefits program was
discontinued?

GAO ADVISED THAT THEY WERE UNABLE TO ANSWER
THIS QUESTION AS IT WAS NOT COVERED IN THE SCOPE
OF THE WORK DONE BY GAO.

. Please describe the nature and size of the private sector transit benefits program. What are the
tax benefits for private employers who participate in the transit benefits program? How common
is the deduction, and what is the cost tc the U.S. Treasury of this deduction?

GAO ADVISED THAT THEY WERE UNABLE TO ANSWER
THIS QUESTION AS IT WAS NOT COVERED IN THE SCOPE
OF THE WORK DONE BY GAO.

. If possible, please estimate the extent of the fraud in the private sector transit benefits program.

GAO ADVISED THAT THEY WERE UNABLE TO ANSWER
THIS QUESTION AS IT WAS NOT COVERED IN THE SCOPE
OF THE WORK DONE BY GAO.

- Is it illegal for a private sector employee to sell his transit benefits if he reports the income on
his tax return?

RESPONSE ATTACHED

Permanent Subcommittee on Investigations
EXHIBIT #9
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Supplemental Questions for the Record
from the Permanent Subcommittee on Investigations
Hearing on Transit Benefits: How Some Federal Employees Are
Taking Uncle Sam for a Ride

Most of the submiited questions were not covered by the scope of our original work.
However, we were able to provide some information in response to question 1. GAO’s
Office of the General Counsel provided the response to question b.

1) Approximately what percentage of employees in the National Capital Region
receives transit benefits?

Although we can not provide a definitive answer to this question, the following
information may be useful in estimating a percentage:

.

.

According to the Office of Personnel Management {OPM), as of December 2006,
there were 280,883 full and part-time federal civilian employees working in the
Washington, D.C., area. This nurmber does not include military personnel. OPM
defines the Washington, D.C., area as the U.S. Census Core Based Statistical Area,
including Washington, D.C.; the Maryland counties of Calvert, Charles, Frederick,
Montgomery, and Prince George’s; the Virginia counties of Arlington, Clarke,
Fairfax, Fauquier, Loudoun, Prince William, Spotsylvania, Stafford, and Warren;
and Jefferson County in West Virginia.

According to records from the Department of Transportation (DOT) and the
Washington Metropolitan Area Transit Authority (WMATA), approximately
105,484 federal employees in the National Capital Region (NCR) received transit
benefits as of July 2006. This number includes military personnel stationed in the
NCR. Executive Order 13150 defines the NCR as “the District of Columbia;
Montgomery, Prince George’s, and Frederick Counties in Maryland; Arlington,
Fairfax, Loudoun, and Prince William Counties in Virginia; and all cities now or
hereafter existing in Maryland or Virginia within the geographic area bounded by
the outer boundaries of the combined area of said counties.”

We did not use the above information to calculate a percentage because

o The 280,883 full and part-time federal civilian employees working in the
Washington, D.C.,, area provided by OPM does not include military
personnel. The 105,484 transit records from DOT and WMATA include
military personnel.

o In addition, the Washington, D.C., geographical zone as defined by OPM is
larger than the geographical area included in NCR. Specifically, employees
included in the OPM number could live in parts of Virginia and Maryland
not included in the NCR.
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5) Is it illegal for a private sector employee to sell his transit benefits if he
reports the income on his tax return?

Federal employees who sell their transit benefits could be subject to prosecution under
the False Statements Act (18 U.S.C. § 1001) or for unlawful conversion of government
property under 18 U.S.C. § 641. As discussed below, the False Statements Act may apply
to private employees under limited circumstances; however, 18 U.S.C. § 641 isnot
applicable to them. Nevertheless, the sale of transit benefits by private employees may
violate company policy if, for example, employee standards of conduct set forth in
employee handbook or manuals prohibit such sales.

Many federal agencies require employees to sign a certification that they will only use
their transit benefits to cover actual out-of-pocket commuting costs; employees who sell
their benefits thus may violate the False Statements Act. However, no such certification
is required of private sector employees who receive a transit pass from their employer.
26 C.F.R. 1.132-9(b) Q/A-18. Therefore, unless the employee selling transit benefits has
certified that he will only use the transit benefit to cover commuting costs, the False
Statements Act is not applicable. .

The sale of transit benefits by federal employees could also be considered an unlawful
conversion of government property, in violation of 18 U.S.C. § 641. This statute is not
applicable to private sector employees because the transit benefits are paid for by the
employer and thus are not government property.

Finally, the statute authorizing the exclusion of transit benefits from gross income does
not require the employee to actually use the benefit for personal use. 26 U.S.C. § 132(f).
In addition, the associated Treasury regulations specifically state that there are no
substantiation requirements and that an employer can distribute transit passes with a
value not more than the statutory month limit without requiring any certification from
the employee regarding the use of the pass. 26 C.F.R. § 1.132-9. However, this would not
preclude a private employer from prohibiting such a sale through a written agreement
with the employees.

Therefore, assuming the employee reported any income realized from the sale of the
transit benefit, there appears to be no federal statute that would prohibit their sale by
private sector employees.
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